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In a move to strengthen John Deere’s competitive 
position in South America, the company opened 

a new, state-of-the-art tractor factory in 
Montenegro, Brazil, in 2007. “The new facility 
positions Deere to participate more fully in growing 
markets and complements our leading position in 
combines and seeding equipment with a broader, 
more productive line of tractors,” says Mark von 
Pentz, President, Ag Harvesting Division. Deere sales 
in Central and South America — where Brazil is the 
largest market — increased 60 percent in 2007. 


ANAGEMENT TEAM 
From left: Sam Allen, Dave Everitt, Jim Field, Jim Israel, 
Bob Lane, Jim Jenkins, Mike Mack, HJ. Markley and 
Mark von Pentz. Shown with John Deere 3510 sugar 
cane harvester, one of the industry's most advanced 
and productive machines, produced in the 
U.S. and Brazil. 


innovation and quality describe the John Deere 9770 STS combine, 672D motor grader, 2500E hybrid greens mower, and 1270D> 
forestry harvester shown on the cover. They are among the intelligent machines that make use of advanced technology such as 
GPS, precision sensors and electric drives to improve operating efficiency and productivity. The wind turbines represent company 
investments in wind farms for alternative energy, which in some cases are located on our equipment customers’ own land. 
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Chairman’s Message 


GROWING A GREAT BUSINESS 


2007 was a standout year for John Deere. Aiming to distinctively serve customers 
worldwide, the company introduced an exceptional number of advanced new products 
and brought the power and value of the John Deere brand to a growing global audience. 

In addition, Deere made further strides in asset management and continued to find ways 
to operate with more efficiency and effectiveness. Powerful economic and demographic 
trends, based primarily on rising global affluence and increasing demand for food and 
energy, lent support to these efforts as well. With record sales and earnings now for four 
consecutive years, our performance reflects improving execution of our plans to grow a 
business fundamentally more resilient, more profitable, and more rewarding to investors. 

For fiscal 2007, Deere reported net income of $1.82 billion on total net sales and 
revenues of $24.1 billion. Income from continuing operations increased 25 percent on 
a 9 percent gain in sales and revenue, compared with 2006. Income from continuing 
operations was up 30 percent on a per-share basis, aided by a reduced share count. Deere’s 
agricultural, commercial and consumer, and credit businesses all had record profits. 
Importantly, the construction and forestry operations remained strongly profitable in spite 
of rapidly deteriorating market conditions. C&F’s performance is a reflection of our goal to 
operate every business in a profitable manner, whether markets are strong or weak. 


POWERFUL TAILWINDS HOLD GREAT PROMISE 

Deere’s growth plans are receiving support from powerful global-economic tailwinds 
involving global population growth, increased affluence leading to upgraded diets and 
higher livestock-product consumption, plus the growing use of biofuels. 


| 

+ Population. The world’s population is growing rapidly in size, creating more need for food, 
energy, and infrastructure. Many expect the population to increase by about 2.5 billion, 
or roughly 40 percent, within only four decades. In India, 40 percent of the population, or 
440 million people, are under age 18. 

+ Prosperity. A global prosperity explosion — most pronounced in some of the areas 
experiencing the biggest population gains — is driving demand for food, especially meat, at 
an accelerated rate. As incomes in poor countries rise, caloric intake increases and drives 
up global demand for grain. This is believed to be especially true as incomes grow from 
$1 to $2 a day, a situation affecting approximately one-fourth of the world’s population. 

+ Production. Planting, harvesting and transporting the potentially massive amounts of crop 
material required for cellulosic energy, while not yet commercially viable, would likely 
utilize John Deere equipment in a big way. Already, corn, sugar, soybeans and rapeseed are 
being used in a of countries for biofuels such as ethanol and biodiesel. 


In the face of mounting requirements from virtually every corner of the world, farm 
commodity production (supply) has risen strongly but has not kept pace with use 
(demand). At the same time, the positive impact of a global population swelling in both 
size and affluence is leading to a greater need over time for housing, infrastructure, 
grounds care, landscape supplies and services, and financing — providing support to 
virtually all John Deere businesses. 


DRIVING FUNDAMENTAL CHANGES 

Distinctively serving customers while rigorously managing assets lies at the heart of 
our strategy to earn more profit on a more consistent basis. The company has made 
dramatic progress reducing the amount of assets required to produce a given level of sales 
and profit. Last year, trade receivables and inventories remained at their lowest point as 
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Continuing its 
geographic expansion, 
John Deere Renewables 
began construction in 
2007 of Harvest Wind 
Farm, a 32-turbine : 
project in Michigan that f 
will be able to produce 
more than 50 megawatts 
of electricity. That's 
enough to power 15,000 
homes. 


-Deere’s highly successf 
skid steer family was ¢ 
2007 with the ad ; ag 
and 315 (shown) model skid steer 


loaders. One key feature is a radial 
lift boom, favored for work in areas 
of limited space. The new skid 
steers extend C&F’s recent success 
broadening its product line. 


a percent of sales in recent times, and through year-end, had fallen on that basis for 30 
consecutive quarters versus the same period of the prior year. 

Largely as a result of Deere’s success managing costs and assets, the company is producing 
healthy levels of SVA and cash flow. SVA, or Shareholder Value Added, is a measure of 
operating profit after an implied capital charge. SVA increased to $1.3 billion in 2007 and, in 
each of the last four years, has been more than twice as high as in any year prior to that time. 
On an enterprise basis, cash flow from operating activities was a substantial $2.8 billion in 
2007. With these dollars, Deere has invested in growth while buying back stock and increasing 
dividend payments. Last year, the company invested $1 billion in new plants and projects 
expected to be a powerful source of future profit. Share repurchases and dividends totaled 
$1.9 billion. Over the last four years, 93 million shares (post stock split) have been 
repurchased and the quarterly dividend rate has more than doubled. 


TARGETING SUSTAINED SVA GROWTH 

In our efforts to grow a great business, Deere uses sustainable SVA as the primary 
metric. This reflects our determination to invest solely in those products, projects and 
businesses that serve customers so well that they yield consistently superior returns 
relative to the market opportunity. The company aims to achieve average SVA gains of 
7 percent a year over the business cycle. Such a goal is challenging, requiring higher sales 
and an unwavering focus on innovation to achieve. Deere’s aims for innovative growth are 
supported by an intensive six-stage business growth process. 


GROWING GLOBALLY 

Extending the John Deere brand to new customers worldwide remains a top priority. 
Last year, sales outside the United States and Canada surpassed $7 billion for the first 
time. Deere’s sales to countries all around the world are growing and, in fact, nearly 
doubled last year in the emerging markets of Brazil, Russia, India and China. Several key 
projects and developments in these areas moved ahead in 2007: 


+ In Brazil, a new state-of-the-art tractor factory went into operation (sidebar, inside front 
cover), allowing the company to expand production of high-horsepower tractors. 

+ In Russia, a rapidly growing market well-suited for Deere’s productive, reliable equipment, 
the company continued to strengthen its distribution and product support network. This 
same process is occurring in other CIS (former Soviet) countries as well. 

+ In India, Deere’s value line of India~-manufactured tractors continued to enjoy great 
success and is being exported to dozens of countries. The Pune technical center also 
provided cost-effective support to company operations throughout the world. 

+ In China, the company’s product line was further broadened with the acquisition of 
Ningbo Benye, a respected manufacturer of small tractors. 


GROWING IN ADJACENT MARKETS 

Expanding our product range and entering attractive new businesses are vital to the 
success of Deere’s growth efforts. Examples of advanced products that came to market 
in 2007 included high-performance spraying, harvesting and construction equipment, 
as well as smaller tractors and upgraded utility vehicles. We're appealing to mowing and 
landscape contractors with an expanded line of commercial mowers and other equipment. 
What's more, customer purchases are increasingly being financed by our global credit 
operation, which, with its solid credit fundamentals, supports the sale of all types of 
John Deere equipment and continues to deliver profitable growth. At the same time, the 
company is targeting growth in four attractive areas that are highly complementary to our 
core businesses: intelligent equipment solutions, landscapes, water technologies, and wind 
energy. 
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¢ John Deere’s Intelligent Mobile Equipment Technologies (IMET) group saw significant 
growth last year. That’s because of a growing worldwide customer understanding of how 
automated guidance systems, and other advanced GPS-based offerings, pay for themselves 
through improved productivity. 

+ John Deere Landscapes continued to register impressive sales gains in 2007, while serving 
an important customer group, professional-landscape contractors. Last year’s acquisition 
of LESCO, Inc. made a significant impact on the landscape operation’s retail footprint and 
product line. 

+ John Deere Water Technologies, formed through the acquisition of Roberts Irrigation, offers faster, easier harvesting 
experienced positive sales growth in its first full year of operation. Its precision drip- ti with improved grain quality. 
irrigation systems, which use water more efficiently than other irrigation methods, are 
proving popular with customers concerned about water availability, cost and conservation. 

¢ John Deere Renewables continued to make substantial wind investments often in 
conjunction with rural cooperatives in areas where the company already has a presence. 
To date, the wind-energy unit has participated in more than a dozen projects involving 
nearly 600 megawatts of power. 


BENEFITING FROM ALIGNED TEAMWORK 

John Deere is working to establish a performance-based culture, enriched by the aligned 
efforts of a dedicated worldwide workforce more than 50,000 strong. Without question, 
high performance teamwork is making quite an impact on our results with customers and 
on shareholder value. Talented employees from around the world and all backgrounds are 
working together in an aligned, collaborative manner. We invest in them because they are 
the key to rigorously upholding our values and to executing our plans at the highest level. 


PROSPERING THROUGH SERVICE 

A great business serves society by providing exceptional high-value products for 
customers, offering appealing career opportunities for employees, delivering attractive 
returns for investors, and by being a valued neighbor. In this latter regard, the John Deere 
Foundation continued its support of solutions for world hunger through sponsorship of 
KickStart, an organization helping subsistence farmers in Africa become more productive 
and profitable. Building on a proud record of stewardship, the company continued to pe ad Eee 
devel det eolatione thatare lese ch fivetoth ‘ tL D combination of comfort, power 
develop product solutions that are less disruptive to the environment. ast year Deere ee acceleration Noled fac" 
introduced additional models of clean-burning, highly efficient PowerTech engines and exceptional crossover appeal, 
brought out a premium tractor that conserves fuel by generating its own electrical power the XUV is equally suited for 
for certain accessories and other applications. ne 


PERFORMANCE THAT ENDURES 
John Deere aims to deliver performance that endures. This explains our consistent focus 
on the prosperity of our customers and the well-being of those we serve. Today, 
John Deere employees, like the dedicated thousands who preceded us, are energized by 
the knowledge that our performance contributes so directly to a better quality of life and 
to human flourishing. What's more, the company’s unmatched and preeminent dealer 
organization, now growing worldwide, plays a vital role in this regard by providing a 
valuable linkage between the company and its customers. 


To those we are privileged to serve, we say thanks for your loyalty. We pledge to earn 
your continued support by redoubling our efforts to deliver performance that endures. 


Sincerely, December 20, 2007 


- oe 


Robert W. Lane 
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DEERE ENTERPRISE SHAREHOLDER VALUE ADDED - SVA (MM) 


(2005 total includes discontinued operations) 
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EQUIPMENT OPERATIONS - SVA (MM) 


2007 FINANCIAL SERVICES HIGHLIGHTS 
$94 $79 $90 


= Global portfolio growth at John Deere Credit helps financial services | 
achieve record income from continuing operations of $364 million. 


= Managed portfolio increases by nearly $1 billion, to $22.5 billion, 
primarily from growth in retail financing. 


= John Deere Credit’s U.S. crop protection group, John Deere Risk 
Protection, more than doubles commissions for second consecutive 
year, to $75 million. 


DISCIPLINED GROWTH 


= Expanding reach in important growth regions, John Deere Credit signs 
cooperation agreements with BNP Paribas Leasing Group in Poland 
and Cuscatlan Group in Central America to provide John Deere Credit- 
branded retail financing through dealer networks. FINANCIAL SERVICES - SVA (MM) 

= Showing commitment to alternative energy market, John Deere (2008 total Includes discontinued operations) 


Renewables expands project development, debt financing, turbine 
procurement and other energy business services to more U.S. states. 
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$454 $356 $869 
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AGRICULTURAL EQUIPMENT - SVA (MM) 


$420 $504 $264 
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CONSTRUCTION & FORESTRY - SVA (MM) 


$(30) $9 $91 
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COMMERCIAL & CONSUMER EQUIPMENT - SVA (MM) 


2007 AGRICULTURAL EQUIPMENT HIGHLIGHTS 


= With support from an improving global farm economy, Ag Division 
operating profit reaches $1.44 billion on sales of $12.1 billion. 


= High-horsepower tractors, productive combines, large-scale sprayers, 
and self-propelled forage harvesters highlight one of company’s largest- 
ever new product rollouts. 


® Sales outside U.S. and Canada experience sharp gain, mainly due to 
strengthening markets in Brazil, Russia and Europe. 


DISCIPLINED GROWTH 


= Expanding manufacturing in China, Deere acquires tractor maker 
Ningbo Benye; gives company more complete tractor-product line in 
Asia. 


= Two newer growth businesses, John Deere Intelligent Mobile Equipment 
Technologies and John Deere Water Technologies, attract new 
customers, experience strong sales gains. 


2007 CONSTRUCTION & FORESTRY HIGHLIGHTS 


= Reflecting the success of disciplined cost and asset management, 
division remains strongly profitable in face of weakening in some 
construction and forestry markets. Operating profit is $571 million on 
sales of $5 billion. 


= With support from higher forestry sales in Russia and improved 
construction markets in Latin America, division sales outside of U.S. 
and Canada show strong rise. 


DISCIPLINED GROWTH 


= Plans for accelerated growth focus on global forestry and broader 
product line, especially larger, more productive equipment for major 
contractors. 


= Demonstrating ability to respond to developing customer needs, C&F 
offers three-machine system that can economically remove trees and 
biomass using environmentally sound harvesting practices. 


2007 COMMERCIAL & CONSUMER EQUIPMENT HIGHLIGHTS 


= Sales rise 12% benefiting from new products and growth in landscapes 
operation; operating profit up 38%, to $304 million. 


= Successful new products include EZtrak residential zero-turn-radius mower 
line and Gator XUV 4x4 utility vehicle. 


= New compact utility tractor features include innovative auto-hitch that 
allows operator to attach rotary cutters and tillers without leaving seat, 
improving efficiency and safety. 


DISCIPLINED GROWTH 


= Acquisition of LESCO, Inc., a leading supplier of consumable products such as 
fertilizer and seed, increases number of John Deere Landscapes store 
locations to more than 600 and brings important additions to product line. 


= Building on success providing golf and turf equipment to leading courses 
throughout world, John Deere becomes exclusive golf-course irrigation supplier 
to PGA Tour. . 


SVA: FOCUSING ON GROWTH 


& SUSTAINABLE PERFORMANCE 


AGRICULTURAL EQUIPMENT 


$MM unless indicated 05 06 07 
Net Sales 10567 10232 12121 
Op Profit 970 882 1443 
Avg Assets 
With Inventories @ Std Cost 4296 4386 4789 
With Inventories @ LIFO 3612 3652 4036 
OROA % @ LIFO 26.9 24.2 35.8 
Asset Turns (Std Cost) 2.46 2.33 2.53 
Op Margin % x9.18 x8.62 x11.90 
OROA % @ Standard Cost 22.6 20.1 30.1 
SMM 05 06 07 
Avg Assets @ Std Cost 4296 4386 4789 
Op Profit 970 882 1443 
| Cost of Assets -516 -526 -574 
| 
DEERE EQUIPMENT OPERATIONS |_SVA = oe = 
CONSTRUCTION & FORESTRY 
$MM unless indicated 05 06 07 
Net Sales 5229 5775 5035 
Op Profit 689 802 571 
Asset Turns (Std Cost) 2.33 Avg Assets 
Op Margin % x 10.79 With Inventories @ Std Cost 2244 2481 2556 
OROA % @ Standard Cost 25.2 With Inventories @ LIFO 2082 3 2813 2384 
OROA % @ LIFO 33.1 34.7 24.0 
Asset Turns (Std Cost) 2.33 2.33 1.97 
Op Margin % x 13.18 x 13.89 x 11.34 
Op Profit OROA % @ Standard Cost 30.7 32.3 22.3 
Cost of Assets 
SVA $MM 05 06 07 
Avg Assets @ Std Cost 2244 2481 2556 
Op Profit 689 802 571 
Cost of Assets -269 -298 -307 
SVA 420 504 264 
FINANCIAL SERVICES COMMERCIAL & CONSUMER EQUIPMENT 
$MM unless indicated 05 06 07 $MM unless indicated 05 06 07 
Rey eS ee Si |” Net Sales 3605 3877 4333 
Avg Equity 2227 2466 2524 Op Profit ij oa 304 
ROE % 15.5 23.7 14.4 
Avg Assets 
$m 05 06 07 With Inventories @ Std Cost 1772 1767 1860 
ie ry ai a With Inventories @ LIFO 1554 1581 1672 
Torr 
g OROA % @ LIFO 118 14.0 18.2 
Change in Allowance 
for Doubtful Receivables (12) 15 17 Asset Turns (Std Cost) 2.03 2.19 2.33 
SVA Income 479 536 570 Op Margin % x 5.08 x 5.70 x7,02 
Avg Equity Continuing Operations 2110 2424 2524 OROA % @ Standard Cost 10.3 12.5 16.3 
Avg Allowance $MM 05 06 07 
for Doubtful Receivables 150 148 167 
- Avg Assets @ Std Cost 1772 1767 1860 
SVA Avg Equity 2260 2572 2691 
Op Profit 183 221 304 
SVA Income 479 536 570 Cost of Assets -213 -212 -213 
Cost of Equity -410 -457 ~480 | SvA (30) 9 31 
SVA Continuing Operations 69 79 90 | 
SVA Discontinued Operations 25 0 0 | 
SVA 94 79 90 


Deere Financial Services, fo create and grow SVA, are targeting an after-tax 
return on average equity of approximately 13%. The Financial Services SVA metric 
is calculated on a pretax basis, with certain adjustments. Operating profit is 
adjusted for changes in the allowance for doubtful receivables and for discon- 
tinued operations, while the actual allowance is added to the equity base. These 
adjustments are made to reflect actual write-offs in both income and equity. 
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5-YEAR CUMULATIVE TOTAL RETURN 


DEERE COMPARED TO S&P 500 INDEX AND S&P 500 CONSTRUCTION & FARM MACHINERY INDEX 


$450 
x) 
$400 y 
$350 
$300 
$250 
$200 
$150 
$100 
$50 
2002 2003 2004 2005 2006 2007 
—fB— _ Deere & Company e S&P Construction & Farm Machinery sep 500 
At October 31 
2002 2003 2004 2005 2006 2007 
=I 
Deere & Company 100.00 133.21 133.48 137.98 197.51 365.09 
S&P Con & Farm Mach 100.00 167.23 188.33 221.29 281.24 413.60 
S&P 500 100.00 120.80 132.18 143.71 167.19 191.54 


The graph compares the cumulative total retums of Deere & Company, the S&P 500 Construction & Farm Machinery Index, and the S&P 500 Stock Index over a five-year period. 

ltassumes $100 was invested on October 31, 2002, and that dividends are reinvested. Deere & Company stock price at October 31, 2007, was $77.45 (adjusted to reflect 2-for-1 stock split) 
The Standard & Poor's 500 Construction & Farm Machinery Index is made up of Deere, Caterpillar, Inc., Cummins Inc., PACCAR Inc., and Terex Corporation. 

The stock performance shown in the graph is not intended to forecast and does not necessarily indicate future price performance. 


MANAGEMENT’S DISCUSSION AND ANALYSIS 


RESULTS OF OPERATIONS FOR THE YEARS ENDED 
OCTOBER 31, 2007, 2006 AND 2005 


OVERVIEW 


Organization 

The company’s Equipment Operations generate revenues and 
cash primarily from the sale of equipment to John Deere dealers 
and distributors. The Equipment Operations manufacture and 
distribute a full line of agricultural equipment; a variety of 
commercial and consumer equipment; and a broad range of 
equipment for construction and forestry. The company’s 
continuing Financial Services primarily provide credit services, 
which mainly finance sales and leases of equipment by John Deere 
dealers and trade receivables purchased from the Equipment 
Operations. In addition, Financial Services offer certain crop 
risk mitigation products and invest in wind energy generation. 
The health care operations, included in Financial Services, 
were classified as discontinued operations due to their sale 

(see Note 2). These operations provided managed health care 
services for the company and certain outside customers. 

The information in the following discussion is presented in a 
format that includes information grouped as consolidated, 
Equipment Operations and Financial Services. The company 
also views its operations as consisting of two geographic areas, 


the U.S. and Canada, and outside the U.S. and Canada. 


Trends and Economic Conditions 
The company’s businesses are currently affected by the following 
key trends and economic conditions. Worldwide farm conditions 
remain positive, benefiting from growing economic prosperity, 
healthy commodity prices and demand for renewable fuels. 
Industry sales of farm machinery in the U.S. and Canada in 
2008 are expected to be up 10 to 15 percent for the year, while 
sales in Western Europe are forecast to be flat to up slightly. 
South American industry sales for 2008 are expected to increase 
by 10 to 15 percent. The company’s agricultural equipment net 
sales were up 18 percent for 2007 and are forecast to be up 
approximately 17 percent in 2008. The company’s commercial 
and consumer equipment net sales were up 12 percent in 2007, 
including about 9 percent from LESCO, Inc. (LESCO), 
which was acquired in May 2007. Commercial and consumer 
equipment sales are forecast to be up about 10 percent in 2008, 
including about 8 percent from a full year’s sales from LESCO. 
U.S. markets for construction and forestry equipment are 
forecast to remain under pressure in 2008 due in large part to a 
continuing slump in housing starts. The company’s construction 
and forestry net sales decreased 13 percent in 2007 and are 
forecast to be approximately flat in 2008. Net income -for the 
company’s credit operations in 2008 is expected to improve to 
approximately $375 million due to growth in the credit portfolio. 
Items of concern include the price of raw materials and 
certain supply constraints, which have an impact on the results of 
the company’s equipment operations. The impacts of inflation 
and sub-prime credit issues, which could affect interest rates and 
the housing market, are also a concern. Producing engines that 
continue to meet high performance standards, yet also comply 
with increasingly stringent emissions regulations is one of the 
company’s major priorities. In this regard, the company is 


making and intends to continue to make the financial and 
technical investment needed to produce engines in conformance 
with global emissions rules for off-road diesel engines. 

Potential changes in government sponsored farmer financing 
programs and supplier constraints in Brazil are a concern. 

In addition, there is uncertainty over the direction of U.S. farm 
legislation. 

In 2007, the company benefited from an improving global 
farm economy, while also experiencing weakening construction, 
forestry, commercial and consumer sectors primarily as a result 
of the U.S. housing downturn. As it maintains its focus on cost 
and asset management, the company believes it has successfully 
entered new markets, made important acquisitions and expanded 
its global customer base with advanced lines of products and 
services. In addition to achieving strong financial performance, 
the company in 2007 returned $1.9 billion to investors through 
share repurchases and dividends. 


2007 COMPARED WITH 2006 


CONSOLIDATED RESULTS 

Worldwide net income in 2007 was $1,822 million, or $4.00 
per share diluted ($4.05 basic), compared with $1,694 million, 
or $3.59 per share diluted ($3.63 basic), in 2006. Income from 
continuing operations, which excludes the company’s discon- 
tinued health care business (see Note 2), was also $1,822 million, 
or $4.00 per share diluted ($4.05 basic), in 2007, compared 
with $1,453 million, or $3.08 per share diluted ($3.11 basic) 

in 2006. Net sales and revenues from continuing operations 
increased 9 percent to $24,082 million in 2007, compared with 
$22,148 million in 2006. Net sales of the Equipment Operations 
increased 8 percent in 2007 to $21,489 million from $19,884 
million last year. This included a positive effect for currency 
translation and price changes of 5 percent. Net sales in the 

U.S. and Canada were flat in 2007. Net sales outside the 

U.S. and Canada increased by 27 percent, which included a 
positive effect of 7 percent for currency translation. All per 
share information reflects a two-for-one stock split effective 
November 26, 2007 (see Note 1). 

Worldwide Equipment Operations had an operating 
profit of $2,318 million in 2007, compared with $1,905 million 
in 2006. Higher operating profit was primarily due to improved 
price realization and higher sales and production volumes. 
Partially offsetting these factors were higher selling, administrative 
and general expenses, increased raw material costs and higher 
research and development costs. 

The Equipment Operations’ net income was $1,429 million 
in 2007, compared with $1,089 million in 2006. The same 
operating factors mentioned above along with the expense 
related to the repurchase of certain outstanding debt securities last 
year and lower effective tax rates this year affected these results. 

Net income of the company’s Financial Services operations 
in 2007 decreased to $364 million, compared with $584 million 
in 2006, primarily due to the sale of the health care operations 
last year. Income from the Financial Services continuing 
operations in 2007 was also $364 million, compared with 
$344 million in 2006. The increase was primarily a result of 
growth in the credit portfolio, partially offset by increased selling, 


administrative and general expenses and a higher provision 
for credit losses. Additional information is presented in the 
following discussion of the credit operations on this page. 

Income from discontinued operations was $241 million in 
2006, or $.51 per share diluted ($.52 basic), primarily due to the 
sale of the health care operations last year. 

The cost of sales to net sales ratio for 2007 was 75.6 
percent, compared with 77.3 percent last year. The decrease was 
primarily due to improved price realization and higher sales and 
production volumes, partially offset by higher raw material costs. 

Finance and interest income, and interest expense 
increased this year primarily due to growth in the credit 
operations portfolio and higher financing rates. Other income 
increased this year primarily from increased service revenues. 
Research and development costs increased this year due to 
increased spending in support of new products and the effect of 
currency translation. Selling, administrative and general expenses 
increased primarily due to growth and the effect of currency 
translation. Other operating expenses were higher primarily as 
a result of increased cost of services, higher depreciation 
expense on operating lease equipment and the effect of 
currency translation, partially offset by the expense related to 
the repurchase of outstanding notes last year (see Note 3). 

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans. 

The company’s postretirement benefit costs for these plans in 
2007 were $415 million, compared with $447 million in 2006. 
The long-term expected return on plan assets, which is reflected 
in these costs, was an expected gain of 8.3 percent in 2007 and 
8.4 percent in 2006, or $838 million in 2007, compared with 
$795 million in 2006. The actual return was a gain of $1,503 
million in 2007, compared with a gain of $1,364 million in 2006. 
In 2008, the expected return will be approximately 8.2 percent. 
The company expects postretirement benefit costs in 2008 to 
be lower, compared with 2007, primarily due to lower amorti- 
zation of actuarial losses. The company makes any required 
contributions to the plan assets under applicable regulations 

and voluntary contributions from time to time based on the 
company’s liquidity and ability to make tax-deductible 
contributions. Total company contributions to the plans were 
$646 million in 2007 and $866 million in 2006, which include 
direct benefit payments for unfunded plans. These contributions 
also included voluntary contributions to total plan assets of 
approximately $520 million in 2007 and $760 million in 2006. 
Total company contributions in 2008 are expected to be 
approximately $428 million, including voluntary contributions 
to plan assets of approximately $300 million. See the following 
discussion of “Critical Accounting Policies” for more information 
about postretirement benefit obligations. 


BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 

The following discussion relates to operating results by 
reportable segment and geographic area. Operating profit is 
income before external interest expense, certain foreign 
exchange gains or losses, income taxes and corporate expenses. 
However, operating profit of the credit segment includes the 
effect of interest expense and foreign exchange gains or losses. 
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Worldwide Agricultural Equipment Operations 

The agricultural equipment segment had an operating profit of 
$1,443 million in 2007, compared with $882 million in 2006. 
Net sales increased 18 percent this year due to higher volumes, 
the favorable effects of currency translation and improved price 
realization. The increase in operating profit was primarily due 
to higher sales and production volumes, and improved price 
realization, partially offset by higher selling, administrative and 
general expenses attributable in large part to growth initiatives 
and currency translation. Also affecting the profit were increased 
raw material costs and higher research and development costs. 


Worldwide Commercial and Consumer Equipment Operations 
The commercial and consumer equipment segment had an 
operating profit of $304 million in 2007, compared with 

$221 million in 2006. Net sales increased 12 percent for the 
year, which included 9 percent from the LESCO operations. 
The improved operating profit was primarily due to higher 
sales volumes and improved price realization, partially offset 
by higher selling, administrative and general expenses largely 
attributed to the acquisition. 


Worldwide Construction and Forestry Operations 

The construction and forestry segment had an operating profit 
of $571 million in 2007, compared with $802 million in 2006. 
Net sales decreased 13 percent for the year reflecting the 
downturn in U.S. housing starts. The operating profit was 
lower primarily due to lower sales and production volumes 
and higher raw material costs, partially offset by positive price 
realization. Last year’s results included expenses related to the 
closure of a Canadian forestry equipment facility (see Note 3). 


Worldwide Credit Operations 

The operating profit of the credit operations was $548 million 
in 2007, compared with $520 million in 2006. The increase 

in operating profit was primarily due to growth in the credit 
portfolio, partially offset by increased selling, administrative 

and general expenses and a higher provision for credit losses. 
Total revenues of the credit operations, including intercompany 
revenues, increased 13 percent in 2007, primarily reflecting the 
larger portfolio and higher average finance rates. The average 
balance. of receivables and leases financed was 8 percent higher 
in 2007, compared with 2006. An increase in average borrowings 
and higher interest rates in 2007 resulted in a 16 percent increase 
in interest expense, compared with 2006. The credit operations’ 
ratio of earnings to fixed charges was 1.55 to 1 in 2007, 
compared with 1.61 to 1 in 2006. 


Equipment Operations in U.S. and Canada 

The equipment operations in the U.S. and Canada had an 
operating profit of $1,539 million in 2007, compared with 
$1,445 million in 2006. The increase was primarily due to 
improved price realization, partially offset by increased selling, 
administrative and general expenses, higher raw material costs 
and higher research and development costs. Net sales were 
approximately the same in both years due to lower volumes, 
offset by growth from acquisitions and higher price realization. 
The physical volume decreased 5 percent excluding acquisitions, 
compared with 2006. 


Equipment Operations outside U.S. and Canada 

The equipment operations outside the U.S. and Canada had an 
operating profit of $779 million in 2007, compared with $460 
million in 2006. The increase was primarily due to the effects of 
higher shipments and production volumes and improved price 
realization, partially offset by increases in selling, administrative 
and general expenses, increases in raw material costs and higher 
research and development costs. Sales increased from higher 
volumes, the effect of currency translation and improvements in 
price realization. Net sales increased 27 percent in 2007, while 
the physical volume increased 17 percent, compared with 2006. 


MARKET CONDITIONS AND OUTLOOK 

Company equipment sales are projected to increase by about 

12 percent for the fiscal year and to be up approximately 

25 percent for the first quarter of 2008, compared to the same 
periods in 2007. LESCO operations are expected to account for 
about 2 percentage points of the sales increase for the year and 
3 points in the first quarter. The company’s net income is 
forecast to be about $2.1 billion for 2008 and about $325 million 
for the first quarter. 


Agricultural Equipment. Driven by continuing strength in the 
farm sector, worldwide sales of the company’s agricultural 
equipment are expected to increase by about 17 percent for 
fiscal year 2008. Included in the segment’s sales forecast is one 
percentage point for currency translation and one point related 
to the acquisition of Ningbo Benye Tractor & Automobile 
Manufacturing Co., Ltd., a Chinese-based tractor manufacturer 
purchased by the company in the fourth quarter of 2007. 
Worldwide farm conditions remain quite positive, 
benefiting from growing economic prosperity, healthy com- 
modity prices and demand for renewable fuels. Relative to 
consumption, global grain stocks such as wheat and corn are 
continuing to run at or near thirty-year lows. The company’s 
sales are expected to receive further support from the planned 
‘introduction of a number of advanced new products globally. 
On an industry basis, sales of farm machinery in the U.S. 
and Canada are forecast to be up 10 to 15 percent for the year, 
due in part to a substantial jump in farm cash receipts. 
Large tractors and combines are expected to pace the sales 
improvement, while demand for cotton pickers is expected to 
be lower. Industry sales in Western Europe are forecast to be 
flat to up slightly for the year with greater increases expected in 
Eastern Europe and the CIS (Commonwealth of Independent 
States) countries, including Russia. These latter areas are 
expected to continue experiencing strong growth due to rising 
demand for productive farm machinery. South American 
markets are expected to show further improvement in 2008, 
with industry sales forecast to increase by 10 to 15 percent. 
Farm machinery demand in Brazil, while receiving support from 
strong commodity prices, may be tempered by uncertainties 
over the status of government-backed financing programs. 
The company anticipates its sales will be helped by an expanded 
product line and additional production capacity associated with 
the opening of a new tractor manufacturing facility in 
Montenegro, Brazil. 
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Commercial and Consumer Equipment. The company’s 
commercial and consumer equipment sales are projected to be 
up about 10 percent for the year, including about 8 percentage 
points from a full year of LESCO sales. Segment sales, in 
addition, are expected to benefit from new products, such as an 
expanded line of innovative commercial mowing equipment. 
Given the nature of the company’s commercial and consumer 
businesses, sales tend to have a high degree of sensitivity to 
weather patterns and U.S. housing markets. 
Construction and Forestry. U.S. markets for construction and 
forestry equipment are forecast to remain under pressure in 
2008 due in large part to a continuing slump in housing starts. 
Non-residential construction is expected to remain flat at last 
year’s relatively strong levels. Pressure on the U.S. housing 
market is expected to contribute to lower worldwide sales of 
forestry equipment in 2008, though sales in Europe are forecast 
to remain at strong levels. Despite this generally weak environ- 
ment, the company’s sales are expected to benefit from new 
products and a return to factory production levels in closer 
alignment with retail demand. Last year, the company made a 
significant reduction in construction and forestry inventories, 
which restrained production. In addition, the company’s sales 
to the independent rental channel, which saw a large decline 
in 2007, are expected to be flat in the coming year. For 2008, 
the company’s worldwide sales of construction and forestry 
equipment are forecast to be approximately equal to the 
prior year. 
Credit. Fiscal year 2008 net income for the company’s credit 
operations is forecast to be approximately $375 million, with 
the improvement driven by growth in the credit portfolio. 
SAFE HARBOR STATEMENT 
Safe Harbor Statement under the Private Securities Litigation Reform 
Act of 1995: Statements under “Overview,” “Market Conditions 
and Outlook” and other statements herein that relate to future 
operating periods are subject to important risks and uncertainties 
that could cause actual results to differ materially. Some of these 
risks and uncertainties could affect particular lines of business, 
while others could affect all of the company’s businesses. 
Forward looking statements involve certain factors that 
are subject to change, including for the company’s agricultural 
equipment segment the many interrelated factors that affect 
farmers’ confidence. These factors include worldwide demand 
for agricultural products, world grain stocks, weather conditions 
(including drought in the southeastern U.S.), soil conditions, 
harvest yields, prices for commodities and livestock, crop 
production expenses, availability of transport for crops, the 
growth of non-food uses for some crops (including ethanol and 
biodiesel production), real estate values, available acreage for 
farming, the land ownership policies of various governments, 
changes in government farm programs (including those that may 
result from farm economic conditions in Brazil), international 
reaction to such programs, uncertainties over passage of the 
USS. Farm Bill, global trade agreements, animal diseases and 
their effects on poultry and beef consumption and prices 
(including bovine spongiform encephalopathy, commonly 
known as “mad cow” disease and avian flu), crop pests and 


diseases (including Asian rust), and the level of farm product 
exports (including concerns about genetically modified organ- 
isms). The success of the fall harvest and the prices realized by 
farmers for their crops especially affect retail sales of agricultural 
equipment in the winter. 

Factors affecting the outlook for the company’s commercial 
and consumer equipment segment include weather conditions, 
general economic conditions, customer profitability, consumer 
confidence, consumer borrowing patterns, consumer purchasing 
preferences, housing starts, infrastructure investment, and 
spending by municipalities and golf courses. 

The number of housing starts, interest rates and consumer 
spending patterns are especially important to sales of the company’s 
construction equipment. The levels of public and non-residential 
construction also impact the results of the company’s construction 
and forestry segment. Prices for pulp, lumber and structural 
panels are important to sales of forestry equipment. 

All of the company’s businesses and its reported results 
are affected by general economic conditions in, and the political 
and social stability of, the global markets in which the company 
operates; production, design and technological difficulties, 
including capacity and supply constraints and prices, including 
for supply commodities such as steel and rubber; the availability 
and prices of strategically sourced materials, components and 
whole goods; delays or disruptions in the company’s supply 
chain due to weather or natural disasters; start-up of new plants 
and new products; the success of new product initiatives and 
customer acceptance of new products; oil and energy prices 
and supplies; inflation and deflation rates, interest rate levels 
and foreign currency exchange rates; the availability and cost of 
freight; trade, monetary and fiscal policies of various countries, 
wars and other international conflicts and the threat thereof; 
actions by the U.S. Federal Reserve Board and other central 
banks; actions by the U.S. Securities and Exchange Commission; 
actions by environmental regulatory agencies, including those 
related to engine emissions and the risk of global warming; 
actions by other regulatory bodies; actions by rating agencies; 
capital market disruptions; customer borrowing and repayment 
practices, the number and size of customer loan delinquencies 
and defaults, and the sub-prime credit market crisis; actions of 
competitors in the various industries in which the company 
competes, particularly price discounting; dealer practices 
especially as to levels of new and used field inventories; labor 
relations; changes to accounting standards; changes in tax rates; 
the effects of, or response to, terrorism; and changes in laws and 
regulations affecting the sectors in which the company operates. 
The spread of major epidemics (including influenza, SARS, 
fevers and other viruses) also could affect company results. 
Company results are also affected by changes in the level of 
employee retirement benefits, changes in market values of 
investment assets and the level of interest rates, which impact 
retirement benefit costs, and significant changes in health care 
costs. Other factors that could affect results are changes in 
company declared dividends, acquisitions and divestitures of 
businesses and common stock issuances and repurchases. 
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The company’s outlook is based upon assumptions 
relating to the factors described above, which are sometimes 
based upon estimates and data prepared by government agencies. 
Such estimates and data are often revised. The company, except 
as required by law, undertakes no obligation to update or revise 
its outlook, whether as a result of new developments or 
otherwise. Further information concerning the company and 
its businesses, including factors that potentially could materially 
affect the company’s financial results, is included in other filings 
with the U.S. Securities and Exchange Commission. 


2006 COMPARED WITH 2005 


CONSOLIDATED RESULTS 

Worldwide net income in 2006 was $1,694 million, or $3.59 
per share diluted ($3.63 basic), compared with $1,447 million, 
or $2.94 per share diluted ($2.97 basic), in 2005. Income from 
continuing operations, which excludes the company’s discon- 
tinued health care business (see Note 2), was $1,453 million, 

or $3.08 per share diluted ($3.11 basic) in 2006, compared to 
$1,414 million, or $2.87 per share diluted ($2.90 basic) in 2005. 
Net sales and revenues from continuing operations increased 

5 percent to $22,148 million in 2006, compared with $21,191 
million in 2005. Net sales of the Equipment Operations 
increased 2 percent in 2006 to $19,884 million from $19,401 
million in 2005. This included a positive effect for price changes 
of 3 percent. Equipment net sales in the U.S. and Canada 
increased 3 percent in 2006. Net sales outside the U.S. and 
Canada increased by 2 percent, which included a negative 
effect of 1 percent for currency translation. 

Worldwide Equipment Operations had an operating profit 
of $1,905 million in 2006, compared with $1,842 million in 2005. 
Higher operating profit was primarily due to improved price 
realization and lower retirement benefit costs. Partially offsetting 
these factors were increased raw material costs, higher selling 
and administrative expenses, the impact of lower shipping 
volumes and increased spending for research and development. 

The Equipment Operations’ net income was $1,089 million 
in 2006, compared with $1,096 million in 2005. The same 
operating factors mentioned above along with the expense 
related to the repurchase of certain outstanding debt securities 
and higher effective tax rates in 2006 affected these results. 

Net income of the company’s Financial Services 
operations in 2006 increased to $584 million, compared with 
$345 million in 2005, primarily due to the sale of the health 
care operations. Income from the Financial Services continuing 
operations in 2006 was $344 million, compared with $312 
million in 2005. The increase was primarily a result of growth 
in the credit portfolio, partially offset by a higher provision 
for credit losses. Additional information is presented in the 
following discussion of the credit operations. 

Income from discontinued operations was $241 million 
in 2006, or $.51 per share diluted ($.52 basic), compared with 
$33 million, or $.07 per share diluted ($.07 basic), in 2005. 
The increase was primarily due to the previously mentioned 
sale of the health care operations. 


The cost of sales to net sales ratio for 2006 was 77.3 
percent, compared with 78.2 percent in 2005. The decrease 
was primarily due to improved price realization and lower 
retirement benefit costs, partially offset by higher raw material 
costs and lower shipping volumes. 

Finance and interest income, and interest expense increased 
in 2006 primarily due to growth in the credit operations 
portfolio and higher financing rates. Other income increased 
in 2006 primarily due to investment income from marketable 
securities, insurance premiums for extended warranties, crop 
insurance commissions and service income. Research and 
development costs increased in 2006 due to a large number 
of new products. Selling, administrative and general expenses 
increased primarily due to growth, share-based compensation 
expense and the provision for credit losses. Other operating 
expenses were higher primarily as a result of the expense related 
to the repurchase of outstanding notes (see Note 3), extended 
warranty claims, depreciation related to a higher level of 
equipment on operating leases, and service expenses. 

The company has several defined benefit pension plans 
and defined benefit health care and life insurance plans. 

The company’s postretirement benefit costs for these plans in 
2006 were $447 million, compared with $538 million in 2005. 
The long-term expected return on plan assets, which is reflected 
in these costs, was an expected gain of 8.4 percent in 2006 and 
8.5 percent in 2005, or $795 million in 2006, compared with 
$744 million in 2005. The actual return was a gain of $1,364 
million in 2006, compared with a gain of $1,057 million in 2005. 
Total company contributions to the plans were $866 million in 
2006 and $859 million in 2005, which include direct benefit 
payments for unfunded plans. These contributions also included 
voluntary contributions to the U.S. plan assets of $739 million 
in 2006 and $556 million in 2005. 


BUSINESS SEGMENT AND GEOGRAPHIC AREA RESULTS 


Worldwide Agricultural Equipment Operations 

The agricultural equipment segment had an operating profit 

of $882 million in 2006, compared with $970 million in 2005. 
Net sales decreased 3 percent in 2006 due to lower shipments, 
partially offset by improved price realization. The decrease in 
operating profit was primarily due to the impact of lower 
shipments and production volumes, as well as higher selling 

and administrative expenses and research and development costs. 
Partially offsetting these factors were improved price realization 
and lower retirement benefit costs. 


Worldwide Commercial and Consumer Equipment Operations 
The commercial and consumer equipment segment had an 
operating profit of $221 million in 2006, compared with 
$183 million in 2005. Net sales increased 8 percent in 2006, 
primarily due to higher sales in the landscapes operations. 
The improved operating profit was primarily due to the 
improved profitability of the landscapes operations and lower 
retirement benefit costs. 
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Worldwide Construction and Forestry Operations 

The construction and forestry segment had an operating profit 
of $802 million in 2006, compared with $689 million in 2005. 
Net sales increased 10 percent in 2006, reflecting strong activity 
at the retail level. The operating profit improvement was 
primarily due to improved price realization, margin on 
increased shipments and efficiencies from stronger production 
volumes. These factors were partially offset by higher material 
costs, expenses to close a facility in Canada (see Note 3) and 
higher research and development costs. 


Worldwide Credit Operations 

The operating profit of the credit operations was $520 million 
in 2006, compared with $491 million in 2005. The increase 

in operating profit was primarily due to growth in the credit 
portfolio, partially offset by a higher provision for credit losses 
and lower financing spreads. Total revenues of the credit 
operations, including intercompany revenues, increased 

24 percent in 2006, primarily reflecting the larger portfolio 
and higher average finance rates. The average balance of 
receivables and leases financed was 15 percent higher in 2006, 
compared with 2005. An increase in average borrowings and 
higher interest rates in 2006 resulted in a 44 percent increase 
in interest expense, compared with 2005. The larger average 
portfolio financed on the balance sheet and the higher average 
borrowings were primarily due to an increase in securitizations 
of retail notes accounted for as secured borrowings rather 

than sales of receivables. The credit operations’ ratio of earnings 
to fixed charges was 1.61 to 1 in 2006, compared with 1.86 to 
1 in 2005. 


CAPITAL RESOURCES AND LIQUIDITY 


The discussion of capital resources and liquidity has been 
organized to review separately, where appropriate, the company’s 
consolidated totals, Equipment Operations and Financial 
Services operations. 

CONSOLIDATED 

Positive cash flows from consolidated operating activities in 
2007 were $2,759 million. This resulted primarily from net 
income adjusted for non-cash provisions, an increase in accounts 
payable and accrued expenses and a decrease in trade receivables, 
which were partially offset by an increase in inventories and a 
decrease in retirement benefit accruals. Cash outflows from 
investing activities were $1,933 million in 2007, primarily due 
to the cost of financing receivables and equipment on operating 
leases exceeding collections of financing receivables and the 
proceeds from sales of equipment on operating leases by $1,160 
million, purchases of property and equipment of $1,023 million 
and acquisitions of businesses for $189 million, which were 
partially offset by proceeds from maturities and sales of 
marketable securities exceeding the cost of marketable securities 
purchased by $207 million, and the proceeds from sales of 
financing receivables of $141 million. Cash outflows from 
financing activities were $281 million in 2007, primarily due to 
repurchases of common stock of $1,518 million and dividends 
paid of $387 million, which were partially offset by an increase 
in borrowings of $1,247 million, proceeds from issuance of 


common stock of $286 million (resulting from the exercise 
of stock options) and excess tax benefits from share-based 
compensation of $102 million. Cash and cash equivalents also 
increased $591 million during 2007. 

Over the last three years, operating activities have 
provided an aggregate of $4,949 million in cash. In addition, 
increases in borrowings were $6,185 million, proceeds from 
issuance of common stock were $767 million and the proceeds 
from sales of businesses were $567 million. The aggregate 
amount of these cash flows was used mainly to fund receivable 
and lease acquisitions, which exceeded collections and the 
proceeds from sales of equipment on operating leases by 
$4,797 million, repurchase common stock for $3,736 million, 
fund purchases of property and equipment of $2,301 million, 
purchase marketable securities, which exceeded proceeds from 
maturities and sales of marketable securities by $1,564 million, 
pay dividends to stockholders of $1,025 million and acquire 
businesses for $415 million. Cash and cash equivalents also 
decreased $903 million over the three-year period. 

Sources of liquidity for the company include cash and cash 
equivalents, marketable securities, funds from operations, the 
issuance of commercial paper and term debt, the securitization 
of retail notes and committed and uncommitted bank lines 
of credit. 

Because of the multiple funding sources that have been and 
continue to be available, the company expects to have sufficient 
sources of liquidity to meet its funding needs. The company’s 
commercial paper outstanding at October 31, 2007 and 2006 
was approximately $2.8 billion and $2.6 billion, respectively, 
while the total cash and cash equivalents and marketable 
securities position was $3.9 billion and $3.5 billion, respectively. 
The company has for many years accessed diverse funding 
sources, including short-term and long-term unsecured debt 
capital markets globally, as well as public and private 
securitization markets in the U.S. and Canada. 

Lines of Credit. The company also has access to bank lines 
of credit with various banks throughout the world. Some of the 
lines are available to both Deere & Company and John Deere 
Capital Corporation (Capital Corporation). Worldwide lines of 
credit totaled $3,894 million at October 31, 2007, $904 million 
of which were unused. For the purpose of computing unused 
credit lines, commercial paper and short-term bank borrowings, 
excluding secured borrowings and the current portion of long- 
term borrowings, were considered to constitute utilization. 
Included in the total credit lines at October 31, 2007 was a 
long-term credit facility agreement of $3.75 billion, expiring in 
February 2012. The credit agreement requires the Capital 
Corporation to maintain its consolidated ratio of earnings to 
fixed charges at not less than 1.05 to 1 for each fiscal quarter and 
the ratio of senior debt, excluding securitization indebtedness, 
to capital base (total subordinated debt and stockholder’s equity 
excluding accumulated other comprehensive income (loss)) at not 
more than 9.5 to 1 at the end of any fiscal quarter. The credit 
agreement also requires the Equipment Operations to maintain 
a ratio of total debt to total capital (total debt and stockholders’ 
equity excluding accumulated other comprehensive income 
(loss)) of 65 percent or less at the end of each fiscal quarter 
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according to accounting principles generally accepted in the 
US. in effect at October 31, 2006. Under this provision, the 
company’s excess equity capacity and retained earnings balance 
free of restriction at October 31, 2007 was $6,661 million. 
Alternatively under this provision, the Equipment Operations 
had the capacity to incur additional debt of $12,370 million at 
October 31, 2007. All of these requirements of the credit 
agreement have been met during the periods included in the 
consolidated financial statements. 

Debt Ratings. To access public debt capital markets, the 
company relies on credit rating agencies to assign short-term 
and long-term credit ratings to the company’s securities as an 
indicator of credit quality for fixed income investors. A security 
rating is not a recommendation by the rating agency to buy, 
sell or hold company securities. A credit rating agency may 
change or withdraw company ratings based on its assessment 
of the company’s current and future ability to meet interest and 
principal repayment obligations. Each agency’s rating should be 
evaluated independently. Lower credit ratings generally result 
in higher borrowing costs and reduced access to debt capital 
markets. The senior long-term and short-term debt ratings and 
outlook currently assigned to unsecured company securities by 
the rating agencies engaged by the company are as follows: 


Senior 
Long-Term Short-Term Outlook 
Moody's INVEStOIS.......secsseeseees A2 Prime-1 Stable 
Service, Inc. 
Standard & POO’S ...cscsseeseeese A A-t Stable 


Trade accounts and notes receivable primarily arise 
from sales of goods to independent dealers. Trade receivables 
increased by $17 million in 2007. The ratio of trade accounts 
and notes receivable at October 31 to fiscal year net sales was 
14 percent in 2007, compared with 15 percent in 2006. 
Total worldwide agricultural equipment trade receivables 
increased $220 million, commercial and consumer equipment 
receivables decreased $52 million and construction and forestry 
receivables decreased $151 million. The collection period for 
trade receivables averages less than 12 months. The percentage of 
trade receivables outstanding for a period exceeding 12 months 
was 3 percent at both October 31, 2007 and 2006. 

Stockholders’ equity was $7,156 million at October 31, 
2007, compared with $7,491 million at October 31, 2006. 
The decrease of $335 million resulted primarily from an 
increase in treasury stock of $1,342 million, an incremental 
charge to accumulated other comprehensive income of $1,091 
million resulting from the adoption of FASB Statement No. 158, 
Employers’ Accounting for Defined Benefit Pension and 
Other Postretirement Plans (see Note 5) and dividends declared 
of $409 million. These items were partially offset by net income 
of $1,822 million, an increase in common stock of $574 million 
and an increase in the cumulative translation adjustment of 
$329 million. Common stock increased primarily due to the 
exercise of stock options and a $268 million transfer from 
retained earnings for the par value relating to a stock split in 
the form of a 100 percent stock dividend (see Note 23). 


The cash flows from discontinued operations included in 
the consolidated cash flows were not material except for the 
cash inflow from the sale of the health care operations (net of 
cash sold) of approximately $440 million included in the 
proceeds from sales of businesses in 2006. 


EQUIPMENT OPERATIONS 

The company’s equipment businesses are capital intensive and 
are subject to seasonal variations in financing requirements for 
inventories and certain receivables from dealers. The Equipment 
Operations sell most of their trade receivables to the company’s 
credit operations. As a result, there are relatively small seasonal 
variations in the financing requirements of the Equipment 
Operations. To the extent necessary, funds provided from 
operations are supplemented by external financing sources. 

Cash provided by operating activities of the Equipment 
Operations during 2007, including intercompany cash flows, 
was $2,689 million primarily due to net income adjusted for 
non-cash provisions and an increase in accounts payable and 
accrued expenses, partially offset by a decrease in retirement 
benefit accruals, 

Over the last three years, these operating activities, 
including intercompany cash flows, have provided an aggregate 
of $5,661 million in cash. 

Trade receivables held by the Equipment Operations 
increased by $42 million during 2007. The Equipment 
Operations sell a significant portion of their trade receivables to 
the credit operations (see previous consolidated discussion). 

Inventories increased by $380 million in 2007. Most of 
these inventories are valued on the last-in, first-out (LIFO) 
method. The ratios of inventories on a first-in, first-out (FIFO) 
basis (see Note 15), which approximates current cost, to fiscal 
year cost of sales were 22 percent and 20 percent at October 31, 
2007 and 2006, respectively. 

Total interest-bearing debt of the Equipment Operations 
was $2,103 million at the end of 2007, compared with $2,252 
million at the end of 2006 and $3,101 million at the end of 2005. 
The ratio of total debt to total capital (total interest-bearing 
debt and stockholders’ equity) at the end of 2007, 2006 and 
2005 was 23 percent, 23 percent and 31 percent, respectively. 

Purchases of property and equipment for the Equipment 
Operations in 2007 were $557 million, compared with $493 
million in 2006. Capital expenditures in 2008 are estimated to 
be approximately $600 million to $700 million. 


FINANCIAL SERVICES 

The Financial Services’ credit operations rely on their ability to 

raise substantial amounts of funds to finance their receivable and 
lease portfolios. Their primary sources of funds for this purpose 

are a combination of commercial paper, term debt, securitization 

of retail notes and equity capital. 

Cash flows from the company’s Financial Services 
Operating activities, including intercompany cash flows, were 
$851 million in 2007. Cash provided by financing activities 
totaled $900 million in 2007, representing primarily a $1,463 
million increase in external borrowings, partially offset by the 
payment of $588 million of dividends to Deere & Company. 
The cash provided by operating and financing activities was 
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used primarily to increase receivables and leases. Cash used by 
investing activities totaled $1,720 million in 2007, primarily due 
to the cost of financing receivables and equipment on operating 
leases exceeding collections of financing receivables and the 
proceeds from sales of equipment on operating leases by $1,487 
million, and purchases of property and equipment of $465 million. 
Cash and cash equivalents also increased $48 million. 

Over the last three years, the Financial Services operating 
activities, including intercompany cash flows, have provided 
$2,229 million in cash. In addition, an increase in borrowings of 
$6,064 million and proceeds from sales of financing receivables 
of $502 million provided cash inflows. These amounts have 
been used mainly to fund receivable and lease acquisitions, 
which exceeded collections and the proceeds from sales of 
equipment on operating leases by $7,127 million, pay dividends 
to Deere & Company of $862 million and fund purchases of 
property and equipment of $784 million. Cash and cash 
equivalents also decreased $7 million over the three-year period. 

Receivables and leases increased by $1,741 million in 
2007, compared with 2006. Acquisition volumes of receivables 
and leases increased 1 percent in 2007, compared with 2006. 
The volumes of financing leases, revolving charge accounts, 
retail notes and operating leases increased approximately 
15 percent, 8 percent, 7 percent and 2 percent, while wholesale 
notes, operating loans and trade receivables were 9 percent, 

4 percent and 1 percent lower, respectively. At October 31, 
2007 and 2006, net receivables and leases administered, which 
include receivables previously sold but still administered, were 
$22,543 million and $21,547 million, respectively. 

Total external interest-bearing debt of the credit 
operations was $19,665 million at the end of 2007, compared 
with $17,453 million at the end of 2006 and $15,522 million at 
the end of 2005. Included in this debt are secured borrowings 
of $2,344 million at the end of 2007, $2,403 million at the end 
of 2006 and $1,474 million at the end of 2005. Total external 
borrowings have increased generally corresponding with the 
level of the receivable and lease portfolio, the level of cash and 
cash equivalents and the change in payables owed to the 
Equipment Operations. The credit subsidiaries’ ratio of total 
interest-bearing debt to total stockholder’s equity was 8.2 to 1 
at the end of 2007, 7.1 to 1 at the end of 2006 and 7.2 to 1 at 
the end of 2005. 

The credit operations have utilized a revolving multi-bank 
conduit facility to securitize floating rate retail notes that were 
structured as either sales or secured borrowings (see Note 12). 

In September 2007, the company amended the facility and 
simultaneously repurchased $264 million of retail notes previously 
sold into the facility and elected not to renew the facility for any 
future securitizations. At October 31, 2007, $657 million of 
securitized retail notes remained in the facility relating only to 
secured borrowings, which are recorded on the balance sheet. 
These secured borrowings will be liquidated as payments on the 
retail notes are collected. 

During 2007, the credit operations issued $4,284 million 
and retired $3,129 million of long-term borrowings, which 
were primarily medium-term notes. 


Purchases of property and equipment for Financial Services 
in 2007 were $465 million, compared with $273 million in 2006, 
primarily related to investments in wind energy generation. 
Capital expenditures for 2008 are estimated to be approximately 
$550 million, also primarily related to investments in wind 
energy generation. 


OFF-BALANCE-SHEET ARRANGEMENTS 


The company’s credit operations offer crop insurance products 
through a managing general agency agreement (Agreement) 
with an insurance company (Insurance Carrier) rated 
“Excellent” by A.M. Best Company. The credit operations 
have guaranteed certain obligations under the Agreement, 
including the obligation to pay the Insurance Carrier for any 
uncollected premiums. At October 31, 2007, the maximum 
exposure for uncollected premiums was approximately 

$57 million. Substantially all of the crop insurance risk under 
the Agreement has been mitigated by a syndicate of private 
reinsurance companies. In the event of a widespread catastrophic 
crop failure throughout the U.S. and the default of all the 
reinsurance companies on their obligations, the company would 
be required to reimburse the Insurance Carrier approximately 
$489 million at October 31, 2007. The company believes the 
likelihood of this event is substantially remote. 

At October 31, 2007, the company had approximately 
$190 million of guarantees issued primarily to banks outside the 
USS. related to third-party receivables for the retail financing 
of John Deere equipment. The company may recover a portion 
of any required payments incurred under these agreements from 
repossession of the equipment collateralizing the receivables. 
The maximum remaining term of the receivables guaranteed at 
October 31, 2007 was approximately eight years. 

Prior to 2005, the company’s credit operations periodi- 
cally sold retail notes to special purpose entities (SPEs) in 
securitization transactions. The credit operations have used 
these SPEs in a manner consistent with conventional practices 
in the securitization industry to isolate the retail notes for the 
benefit of securitization investors. The use of the SPEs has 
enabled these operations to access the historically liquid and 
efficient securitization markets for the sales of these types of 
financial assets. The amounts of funding the company chooses 
to obtain from securitizations reflect such factors as capital 
market accessibility, relative costs of funding sources and assets 
available for securitization. The company’s total exposure to 
recourse provisions related to securitized retail notes, which 
were sold in prior periods, was $20 million and the total 
assets held by the SPEs related to these securitizations were 
$120 million at October 31, 2007. 
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AGGREGATE CONTRACTUAL OBLIGATIONS 


The payment schedule for the company’s contractual obligations 
at October 31, 2007 in millions of dollars is as follows: 


Less More 

than 283 4&5 than 
Total 1 year years years 5years 

Debt* 

Equipment Operations..$ 2,061 $ 130 $ 321 $ 1,610 
Financial Services*™..... 19,598 8,515 7,025 $3,003 1,055 
NOUAl esse sesetvrocerseens 21,659 8,645 7,346 3,003 2,665 
Interest on debt... 3,857 941 1,102 bof 1257 
Purchase obligations........ 3,212 3,172 26 9 5 
Operating leases.............. 358 100 120 58 80 
Capital leases... 29 3 6 4 16 
TOtal 5: custintsseavzansaseeaseaters $29,115 $12,861 $8,600 $3,631 $4,023 


* Principal payments. 

** Notes payable of $2,344 million classified as short-term on the balance sheet 
related to the securitization of retail notes are included in this table based on the 
expected payment schedule (see Note 18). 


For additional information regarding pension and other 
postretirement employee benefit obligations, short-term 
borrowings, long-term borrowings and lease obligations, 
see Notes 5, 18, 20 and 21, respectively, to the consolidated 
financial statements. 


CRITICAL ACCOUNTING POLICIES 


The preparation of the company’s consolidated financial 
statements in conformity with accounting principles generally 
accepted in the U.S. requires management to make estimates 
and assumptions that affect reported amounts of assets, liabilities, 
revenues and expenses. Changes in these estimates and assump- 
tions could have a significant effect on the financial statements. 
The accounting policies below are those management believes are 
the most critical to the preparation of the company’s financial 
statements and require the most difficult, subjective or complex 
judgments. The company’s other accounting policies are 
described in the Notes to the Consolidated Financial Statements. 


Sales Incentives 
At the time a sale to a dealer is recognized, the company records 
an estimate of the future sales incentive costs for allowances and 
financing programs that will be due when the dealer sells the 
equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and settlement volumes. The final cost of these programs 
and the amount of accrual required for a specific sale is fully 
determined when the dealer sells the equipment to the retail 
customer. This is due to numerous programs available at any 
particular time and new programs that may be announced after 
the company records the sale. Changes in the mix and types of 
programs affect these estimates, which are reviewed quarterly. 
The sales incentive accruals at October 31, 2007, 2006 
and 2005 were $711 million, $629 million and $592 million, 
respectively. The increases in 2007 and 2006 were primarily 
due to the increases in sales. 


The estimation of the sales incentive accrual is impacted 
by many assumptions. One of the key assumptions is the 
historical percentage of sales incentive costs to settlements from 
dealers. Over the last five fiscal years, this percent has varied by 
approximately plus or minus .7 percent, compared to the 
average sales incentive costs to settlements percentage during 
that period. Holding other assumptions constant, if this cost 
experience percentage were to increase or decrease .7 percent, 
the sales incentive accrual at October 31, 2007 would increase 
or decrease by approximately $40 million. 


Product Warranties 

At the time a sale to a dealer is recognized, the company 
records the estimated future warranty costs. The company 
generally determines its total warranty liability by applying 
historical claims rate experience to the estimated amount of 
equipment that has been sold and is still under warranty based 
on dealer inventories and retail sales. The historical claims rate 
is primarily determined by a review of five-year claims costs 
and consideration of current quality developments. Variances in 
claims experience and the type of warranty programs affect 
these estimates, which are reviewed quarterly. 

The product warranty accruals at October 31, 2007, 2006 
and 2005 were $549 million, $507 million and $535 million, 
respectively. The increase in 2007, compared to 2006, was 
primarily due to an increase in sales volume. The decrease in 
2006 was due to a higher level of special warranty programs 
in 2005. 

Estimates used to determine the product warranty accruals 
are significantly affected by the historical percentage of warranty 
claims costs to sales. Over the last five fiscal years, this loss 
experience percent has varied by approximately plus or minus 
.05 percent, compared to the average warranty costs to sales 
percentage during that period. Holding other assumptions constant, 
if this estimated cost experience percentage were to increase or 
decrease .05 percent, the warranty accrual at October 31, 2007 
would increase or decrease by approximately $15 million. 


Postretirement Benefit Obligations 

Pension obligations and other postretirement employee 

benefit (OPEB) obligations are based on various assumptions 
used by the company’s actuaries in calculating these amounts. 
These assumptions include discount rates, health care cost trend 
rates, expected return on plan assets, compensation increases, 
retirement rates, mortality rates and other factors. Actual results 
that differ from the assumptions and changes in assumptions 
affect future expenses and obligations. 

The pension assets, net of pension liabilities, recognized 
on the balance sheet at October 31, 2007, 2006 and 2005 were 
$1,467 million, $1,945 million and $1,986 million, respectively. 
The OPEB liabilities on these same dates were $3,065 million, 
$1,985 million and $2,455 million, respectively. The decrease 
in the pension net assets and the increase in the OPEB liabilities 
on the balance sheet in 2007 were primarily due to the adoption 
in 2007 of Financial Accounting Standards Board Statement 
No. 158, Employers’ Accounting for Defined Benefit Pension 
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and Other Postretirement Plans (see Note 5). This standard 
required unrecognized gains or losses relating to postretirement 
benefit obligations to be recorded on the consolidated balance 
sheet with a corresponding charge or credit to stockholders’ 
equity. 

The effect of hypothetical changes to selected assumptions 
on the company’s major U. S. retirement benefit plans would 
be as follows in millions of dollars: 


October 31, 2007 2008 
Increase Increase 
Percentage (Decrease) (Decrease) 
Assumptions Change PBO/APBO* Expense 
Pension 
Discount rate**......ceeeeees +/-.5 $ (362)/396 $ (20)/24 
Expected return 
ON ASSETS .........cceeseeeeeee +/-.5 (41)/41 
OPEB 
Discount rate**...... cece +/-.5 (312)/332 (46)/54 
Expected return 
ON ASSETS... ee eeeteeeeees +/-.5 (12)/12 
Health care cost 
trend rate** ccs +/-1.0 515/(432) 118/(99) 


* Projected benefit obligation (PBO) for pension plans and accumulated postretirement 
benefit obligation (APBO) for OPEB plans. 
** Pretax impact on service cost, interest cost and amortization of gains or losses. 


Allowance for Credit Losses 

The allowance for credit losses:represents an estimate of the 
losses expected from the company’s receivable portfolio. 

The level of the allowance is based on many quantitative and 
qualitative factors, including historical loss experience by 
product category, portfolio duration, delinquency trends, 
economic conditions and credit risk quality. The adequacy 

of the allowance is assessed quarterly. Different assumptions or 
changes in economic conditions would result in changes to the 
allowance for credit losses and the provision for credit losses. 

The total allowance for credit losses at October 31, 2007, 
2006 and 2005 was $236 million, $217 million and $194 million, 
respectively. The increases in 2007 and 2006 were primarily 
due to growth in the receivable portfolio. 

The assumptions used in evaluating the company’s 
exposure to credit losses involve estimates and significant 
judgment. The historical loss experience on the receivable 
portfolio represents one of the key assumptions involved in 
determining the allowance for credit losses. Over the last five 
fiscal years, the average loss experience has fluctuated between 
2 basis points and 18 basis points in any given fiscal year over 
the applicable prior period. Holding other estimates constant, 
a 5 basis point increase or decrease in estimated loss experience 
on the receivable portfolio would result in an increase or 
decrease of approximately $10 million to the allowance for 
credit losses at October 31, 2007. 
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Operating Lease Residual Values 

The carrying value of equipment on operating leases is affected 
by the estimated fair values of the equipment at the end of the 
lease (residual values). Upon termination of the lease, the 
equipment is either purchased by the lessee or sold to a third 
party, in which case the company may record a gain or a loss 
for the difference between the estimated residual value and 
the sales price. The residual values are dependent on current 
economic conditions and are reviewed quarterly. Changes in 
residual value assumptions would affect the amount of 
depreciation expense and the amount of investment in 
equipment on operating leases. 

The total operating lease residual values at October 31, 
2007, 2006 and 2005 were $1,072 million, $917 million and 
$812 million, respectively. The increases in 2007 and 2006 
were primarily due to the higher levels of operating leases. 

Estimates used in determining end of lease market values 
for equipment on operating leases significantly impact the 
amount and timing of depreciation expense. If future market 
values for this equipment were to decrease 5 percent from the 
company’s present estimates, the total impact would be to 
increase the company’s annual depreciation for equipment on 
operating leases by approximately $18 million. 


FINANCIAL INSTRUMENT RISK INFORMATION 


The company is naturally exposed to various interest rate and 
foreign currency risks. As a result, the company enters into 
derivative transactions to manage certain of these exposures that 
arise in the normal course of business and not for the purpose of 
creating speculative positions or trading. The company’s credit 
operations manage the relationship of the types and amounts of 
their funding sources to their receivable and lease portfolio in 
an effort to diminish risk due to interest rate and foreign 
currency fluctuations, while responding to favorable financing 
opportunities. Accordingly, from time to time, these operations 
enter into interest rate swap agreements to manage their interest 
rate exposure. The company also has foreign currency exposures 
at some of its foreign and domestic operations related to buying, 
selling and financing in currencies other than the local currencies. 
The company has entered into agreements related to the 
management of these currency transaction risks. The credit risk 
under these interest rate and foreign currency agreements is not 
considered to be significant. 


Interest Rate Risk 

Quarterly, the company uses a combination of cash flow models 
to assess the sensitivity of its financial instruments with interest 
rate exposure to changes in market interest rates. The models 
calculate the effect of adjusting interest rates as follows. 

Cash flows for financing receivables are discounted at the 
current prevailing rate for each receivable portfolio. Cash flows 
for marketable securities are primarily discounted at the treasury 
yield curve. Cash flows for borrowings are discounted at the 
treasury yield curve plus a market credit spread for similarly 
rated borrowers. Cash flows for securitized borrowings are 
discounted at the industrial composite bond curve for similarly 
rated borrowers. Cash flows for interest rate swaps are projected 
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and discounted using forecasted rates from the swap yield curve 
at the repricing dates. The net loss in these financial instruments’ 
fair values which would be caused by increasing the interest 
rates by 10 percent from the market rates at October 31, 2007 
and 2006 would have been approximately $22 million and 

$14 million, respectively. 


Foreign Currency Risk 
In the Equipment Operations, it is the company’s practice to 
hedge significant currency exposures. Worldwide foreign 
currency exposures are reviewed quarterly. Based on the 
Equipment Operations’ anticipated and committed foreign 
currency cash inflows and outflows for the next twelve months 
and the foreign currency derivatives at year end, the company 
estimates that a hypothetical 10 percent weakening of the 
U.S. dollar relative to other currencies through 2008 would 
decrease the 2008 expected net cash inflows by $77 million. 
At last year end, a hypothetical 10 percent strengthening of the 
U.S. dollar under similar assumptions and calculations indicated a 
potential $32 million adverse effect on the 2007 net cash inflows. 
In the Financial Services operations, the company’s 
policy is to hedge the foreign currency risk if the currency of 
the borrowings does not match the currency of the receivable 
portfolio. As a result, a hypothetical 10 percent adverse change 
in the value of the U.S. dollar relative to all other foreign 
currencies would not have a material effect on the Financial 
Services cash flows. 


MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING 


The management of Deere & Company is responsible for 
establishing and maintaining adequate internal control over 
financial reporting. Deere & Company’s internal control system 
was designed to provide reasonable assurance regarding the 
preparation and fair presentation of published financial statements 
in accordance with generally accepted accounting principles. 

All internal control systems, no matter how well designed, 
have inherent limitations. Therefore, even those systems 
determined to be effective can provide only reasonable assurance 
with respect to financial statement preparation and presentation 
in accordance with generally accepted accounting principles. 

Management assessed the effectiveness of the company’s 
internal control over financial reporting as of October 31, 2007, 
using the criteria set forth in Internal Control — Integrated 
Framework issued by the Committee of Sponsoring Organizations 
of the Treadway Commission. Based on that assessment, 
management believes that, as of October 31, 2007, the company’s 
internal control over financial reporting was effective. 

The company’s independent registered public accounting 
firm has issued an audit report on the effectiveness of the 
company’s internal control over financial reporting. This report 
appears below. 


December 18, 2007 


REPORT OF INDEPENDENT 
REGISTERED PUBLIC ACCOUNTING FIRM 


Deere & Company: 
We have audited the accompanying consolidated balance sheets 
of Deere & Company and subsidiaries (the “Company”) as of 
October 31, 2007 and 2006, and the related statements of 
consolidated income, changes in consolidated stockholders’ 
equity, and consolidated cash flows for each of the three years 
in the period ended October 31, 2007. We also have audited 
the Company’s internal control over financial reporting as of 
October 31, 2007, based on criteria established in Internal 
Control - Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission. The 
Company’s management is responsible for these financial 
statements, for maintaining effective internal control over 
financial reporting, and for its assessment of the effectiveness of 
internal control over financial reporting, included in the 
accompanying Management’s Report on Internal Control over 
Financial Reporting. Our responsibility is to express an opinion 
on these financial statements and an opinion on the Company’s 
internal control over financial reporting based on our audits. 
We conducted our audits in accordance with the 
standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and 
perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement and 
whether effective internal control over financial reporting 
was maintained in all material respects. Our audits of the 
financial statements included examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating 
the overall financial statement presentation. Our audit of 
internal control over financial reporting included obtaining 
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an understanding of internal control over financial reporting, 
assessing the risk that a material weakness exists, and testing and 
evaluating the design and operating effectiveness of internal 
control based on the assessed risk. Our audits also included 
performing such other procedures as we considered necessary 
in the circumstances. We believe that our audits provide a 
reasonable basis for our opinions. 

A company’s internal control over financial reporting is a 
process designed by, or under the supervision of, the company’s 
principal executive and principal financial officers, or persons 
performing similar functions, and effected by the company’s 
board of directors, management, and other personnel to provide 
reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting 
principles. A company’s internal control over financial reporting 
includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and 
fairly reflect the transactions and dispositions of the assets of the 
company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements 
in accordance with generally accepted accounting principles, 
and that receipts and expenditures of the company are being 
made only in accordance with authorizations of management and 
directors of the company; and (3) provide reasonable assurance 
regarding prevention or timely detection of unauthorized 
acquisition, use, or disposition of the company’s assets that 
could have a material effect on the financial statements. 

Because of the inherent limitations of internal control 
over financial reporting, including the possibility of collusion or 
improper management override of controls, material misstatements 
due to error or fraud may not be prevented or detected on a 
timely basis. Also, projections of any evaluation of the effective- 
ness of the internal control over financial reporting to future 
periods are subject to the risk that the controls may become 
inadequate because of changes in conditions, or that the degree 
of compliance with the policies or procedures may deteriorate. 

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of the Company as of October 31, 2007 and 
2006, and the results of their operations and their cash flows for 
each of the three years in the period ended October 31, 2007, 
in conformity with accounting principles generally accepted in 
the United States of America. Also in our opinion, the 
Company maintained in all material respects, effective internal 
control over financial reporting as of October 31, 2007, based 
on the criteria established in Internal Control — Integrated 
Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission. 

As discussed in Notes 1 and 5 to the consolidated 
financial statements, the Company adopted Financial 
Accounting Standards Board (“FASB”) Statement No. 158, 
Employers’ Accounting for Defined Benefit Pension and Other 
Postretirement Plans — an amendment of FASB Statements 
No. 87, 88, 106, and 132(R), which changed its method of 
accounting for pension and other postretirement benefits as 
of October 31, 2007. 


Deloitte & Touche LLP 
Chicago, Illinois 
December 18, 2007 


DEERE & COMPANY 

STATEMENT OF CONSOLIDATED INCOME 

For the Years Ended October 31, 2007, 2006 and 2005 
(In millions of dollars and shares except per share amounts) 


2007 
Net Sales and Revenues 
NGTSAlES cit. ebvaatoteam selena $ 21,4891 
Finance and interest income ... 2,054.8 
OMMEF TACOME ssssssosass prtavescssneawetnaweasnesdemnaran sasraatiannsdedsiacan sida tesnaitive aiaennanaie rd emtannmamr antatintetan 538.3 
“OLA sscdsvecenssecaonruteductiasd ei veud eaav ens Sa atars coaysunaest Pov cecnewr nrc sanearantinnd bes benspatesunnaniienarmannddibienonieeied 24,082.2 
Costs and Expenses 
COST ORSGIES xii nesantncsrinenrssaastoeametnvienssencntenturabeane mathe usmnreroeer dened MuanieeaNkndtah ane wUaetE 16,252.8 
RESEarCh ANGMEVEIOPMENECKDENSES idesssrscsvoacrvavenpeonerncer suvveicssvannnstonvanandonaniasnoaisnsuvo teniediatingasitceeanauonansnilats 816.8 
Selling, administrative and general expenses 2,620.8 
NRERESTYOXPENGE.< sss asarscrsonssssaedasvapapdsctea tadvavunsustvsnneru can wiceorainerin eens Naampana enue deanunieeasareatiiaaetioretans 1,151.2 
OSH CHEATING CXOBTSESS ditietitruiecednaventintiniind caanmatenrar aur edubial Heninen i madcan dn aaa umtE 565.1 
TEOLEIY waste evanestnn ict Sou phees tins uppbvbckanwina an us nde aghatas ands 14700 t2ian diag eAG Cn dead CFT CMOS Io wd besa TVA RR 21,406.7 
Income of Consolidated Group before INCOME TAXES 0.0.0.0... cece eeeeseeeseseeeeeeeeenee 2,675.5 
POWISION TOF IMCOMMGSAXGS:. oriceseysas casavsaevsiasecossonsa saverus tavtvcs sansasevsocanecenn sions eanesianivnaivevonoveaxetsnncedstataoarsocat vores: 883.0 
Incomeof Consolidated Grou :ciiciscsscisacinonasainraniwasinvemniomamitamneanumumotaa 1,792.5 
Equity in InGOmie Of UNCONSONGSLCE.ATTINALCS sicescsisssacsspessrsesenecsesvennstvintevvessatvsavionccseutirveasessreaeadiusneiavedvevecs 29.2 
Income from: Continuing Operatlons scsi: csncscsewvaiinrncrordeienncommannamtnnannvamonneeunses 1,821.7 
Income from Discontinued Operations ........0.0.0.0.0.. ccc eee eeneneneseeesererereeeieeneierersiieneneeneee 
N@UINGOME 5. i siiscsecnsiininscaaangi manatee aaa nannies $ 1,821.7 
Per Share Data* 
Basic: 
CONTIG ODELATONS, sors ineeitaiceiwnedelieas ross upeeseesven oii wernaqen tated ita stent ticashecinendtatisiensciieamnmurtarette $ 4.05 
DISCOMTMUSTIOPSLATIONS sic cesrascerovsenswevaasyeatvesiiteasoxestanen'ibadassnsedupansternsnaicones eiededbadleteacnscarohenen tenet akiaasuintiends 
INGE FG OITIE: sissies vesteintacudernveresanenestsetacnste na tectnccasumetig cus cetateh paneiea gu datoea sncnansv esa runes ceria Mauguasousharaveniangonaeriaone’ $ = 4.05 
Diluted: 
CONTINUING OPSFATONS s sasvcexcusvecevsveconsvessssivarrucavaaven sovsivnvenandneciunnsn coneniadeenaveanexedsakcevanscabbiavedsasnetaarenammenneceuonss $ 4.00 
DISCONTMUEAODELATIONG: .ssicavivcinvenevasansernaniaendesnacendendaspetnusta pos yaedsnze nis abasa pus lvavenvesaisiveaatocaauan Minit pmeUss sad NINOS 
INGE [EG ONTIE SS aes teserissanasesaicotced ves ved ever sth ess Seavurnones headaaaewua we gc itoxanecant sebbinnenrteaanstha sues Reveacstt ta eatdiedy $ 4.00 
BIVIGGHAS GO ClARBG) «: saviscassscavsacees aacainsemiceseenrcess ohare a teaveds temegncurst ienaneiemimenaateenstncaceteneeeneevoneedranenee $ 91 
Average Shares Outstanding* 
BSASIG SessacasicessivsrecertosonenenChequis ca ees ccaavamseestegbnshecetsalnd tedansd ong seston tases danas anisole taiaeasaenel dus auapabiaeuigduseTA aaSAGeA 449.3 
Diluted 455.0 


2006 


$19,884.0 
1,776.8 
487.0 


22,1478 


15,362.0 
725.8 
2,323.9 
1,017.5 
544.8 


19,974.0 


2,173.8 
741.6 


1,432.2 


21.0 


1,453.2 


240.6 


$ 1,693.8 


$ 63.11 
52 
$ = 3.63 
$ 3.08 
1 
$ 3.59 
$ 18 
466.8 
471.6 


2005 


$ 19,401.4 
1,439.5 
349.9 


21,190.8 


15,179.3 
677.3 
2,086.1 
761.0 
380.6 


19,084.3 


2,106.5 
698.6 


1,407.9 


61 


1,414.0 


82.8 


$ 1,446.8 


$ 2.90 
07 

$ 2.97 
$ 2.87 
07 

$ 2.94 
$  .60'/2 
486.6 
492.9 


ESS Ee annnIRaTEnnmEETEEEETEEEETEEEEEEEEETEETEEEEEEET 


* Adjusted for two-for-one stock split effective November 26, 2007. 
The notes to consolidated financial statements are an integral part of this statement. 
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DEERE & COMPANY 


CONSOLIDATED BALANCE SHEET 
As of October 31, 2007 and 2006 
(In millions of dollars except per share amounts) 


2007 2006 
ASSETS 
Cash and cash equivalents $ 2,278.6 $ 1,687.5 
Marketable S@CUIItICS vo... ccccccecccecessceseetereerseees 1,623.3 1,816.7 
Receivables from unconsolidated affiliates 29.6 22.2 
Trade accounts and notes receivable - net 3,055.0 3,037.7 
FinanGilig TeCeWableS =NEb: scises.stteeecnacnsatanaruemnernvertonatres 15,631.2 14,004.0 
Restricted financing receivables - net 2,289.0 2,370.8 
OMSL ECE WABICS ::.2- 5 tsvaccual scacercaswreastsveencovstvadeestonse tay eascareoedoragave séscaudinnsvevat iazvernamtestio tardeeetd 596.3 448.2 
Equipment on operating leases - Net .........cccssssesssesssessssesessessssesessscssesssssssesscsvsessssesssavsnsasavsvens 1,705.3 1,493.9 
Inventories 2,337.3 1,957.3 
PROPERLY ARGS CQUIDIIGNE "HEU sav cruas ves seuts eucxvermuvenivereniiraimetnsaparcenen arena eaaiawal SUN Mee eee aciauns 3,534.0 2,763.6 
Investments in UNCONSOlidated AFFIIALES 0... eecsceceseesesesescscsescesesesescsssssvsvsvevsvsesssscecsvevscsvsvsvsvaversevavavsvsvevsesnentesenes 149.5 124.0 
Goodwill 1,234.3 1,110.0 
OIG IARGID IG ASSCES Neha scepeves asia voou wanna devacve vance cacssiidaveaicavadsseea aisashsscdeaedaanss savscustduben avedutanastnouciguni vecsasnsan 131.0 56.4 
REUPEMENT DENGTIIS\... ccccivevineswecvnnreencessccevusa cereesptetea lensay tat vnesceasabetaescesh etivaswsducnsibeanee amet vasaabetidaad aadsidenauaacens cs 1,976.0 2,642.4 
1,399.5 582.2 
605.8 603.5 
MOU ASSES excseovodescvrstenieuveeccvessunemteswcuses ussite isa Aten vetoes tat eos uke Te INO 0p ish oo ocd cso evans bsehbaan tacos two $ 38,5757 $ 34,720.4 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES 
SHIOMTSUOETT: ORT OWING S voce scsi sires vacreaqutsetsasatartp neat rie deisd etc rast wt aay Metra e toner ena Ghee casera eearioteete: $ 9,969.4 $ 8121.2 
Payables to unconsolidated affiliates ......cccceeseseseeees 136.5 31.0 
Accounts payable and accrued expenses 5,357.9 4,482.8 
AC CILIBU TAKES anes detvivtaneubinsscanttvanmatanaavemotentcorsesatys 274.3 152.5 
DEAE IMGOMG TAXES: wsccersou decswnevsurtavisrwieanseceosvanes 183.4 64.9 
LONG-terM DOFOWINGS .......cscscscccssesesesesestscstesesesessstseeees 11,798.2 11,584.0 
Retirement benefits and other liabilities oo... cece 3,700.2 2,792.8 
HOTU ITAIDUI TTS, va ies comes vx ofa ize sewk vr exaeces ea icy dda Vu eacaiaaa sea peeve Sova bard voancisea car tleska et euenerewtoneerenentts 31,419.9 27,229.2 
STOCKHOLDERS’ EQUITY 
Common stock, $1 par value (authorized — 1,200,000,000* shares; 
issued — 536,431,204" shares in 2007 and 2006), at stated VaIUC 0... cecssescesescesessscescsesesssessesessesssvessssssssesess 2,777.0 2,203.5 
Common stock in treasury, 96,795,090* shares in 2007 and 81,965,080* shares in 2006, at COSt......ccceseeeseseeee (4,015.4) (2,673.4) 
RETAIMOC:CARIUNGSS ssisae castes sania couch sasasethica acai vnaicsiaesbes, usnenn ied ioings edehodoarvacaadovedéasuovaed olonidincovsadsvacasnd den daspatiptaieancgueeioes 9,031.7 7,886.8 
7,793.3 7,416.9 
Retirement benefits AdjUStMENt..........ccceceseseeseseeseseeteseeees (1,113.1) 
Minimum pension liability adjustMent ........ccceseeeseeseeseeseees (87.6) 
Cumulative translation adjustMent......cccccccsesceesesesteseseees 479.4 150.3 
Unrealized gain (loSS) ON derivatives oo... (7.6) 6.8 
Unrealized gain On inveStMent. ........ccsscssserssesereessserevssseseseeses 3.8 4.8 
Accumulated other comprehensive inCOMe (lOSS)..........:cscscesesesssesesescesessssesesessescsssesesvsvssvsvsusevssevavsteevavseevavanes (637.5) 74.3 
TOtal StOGKMOIMGIS? COTY: sissinisasaracdvcareseaoessvaviecdeesa vvueceaier vase easadvavene vxavovenensevisézisasscagivdcenetoccodeasavesvselesuieourins 7,155.8 7,491.2 
Total Liabilities and Stockholders’ Equity .....0..0..0....cccccccsccscsssssescescssescessssessessessessssesessesestssessesueatsatsneaseveess $ 38,575.7 $ 34,720.4 
Fs etd ede eb did hoa! 


* Adjusted for two-for-one stock split effective November 26, 2007. 
The notes to consolidated financial statements are an integral part of this statement. 


22 


DEERE & COMPANY 

STATEMENT OF CONSOLIDATED CASH FLOWS 
For the Years Ended October 31, 2007, 2006 and 2005 
(In millions of dollars) 


Cash Flows from Operating Activities 
NG TINGOMTIG: srccersesssssussnhenssenvscovsngiaseredeacedarapuscndaven tages cusies outers transenemnnaut tondn earn teranninen tien mieeacennen 
Adjustments to reconcile net income to net cash provided by operating activities: 
PROVISION fOr GOUDEN FOCEIWADIES cscssesiess ceasssssvevseevecnsvosraevs cence cv cored usta cdanenvtocelenceondiuvedunbevalnneosdiuvanngiedoys 
Provision for depreciation and AMOFtIZAtION........ cece eseseeteseseeteeestesesesesssstsessresesssrstissrersersisesereetees 
Share-based:compensation SXPONSO..c..cisarcrdsdsasasenassuerveruasss aemnesinanedermienvenmeneenvonranin 
Gain on the sale Of € DUSINGSS uu... teteeeenenee 
Undistributed earnings of unconsolidated affiliates 
Provision (Credit) fOriGESferred INCOME TAXES :.......ssrccsiscessncwrvdvdsnccavcvansonedssaervanasnnaosovasnsavessoncoavenssevanaenononess 
Changes in assets and liabilities: 
Trade, notes and financing receivables related to sales 
IWVCTONES: crease nnanammmminmnn IN 
Accounts payable and ACCrued @XPENSES........ccceceeteteteteeeeeesesenetserenees 
Accrued income taxes payable/reCeivable .........ccceceeseeteteteteteeeeeesererees 
Retirement benefit accruals/prepaid pension costs 


Cash Flows from Investing Activities 
COIEBONS: Of FECSIVADIES 4, cavssds wesescaneaoncnesnithosiessete causes ear een cad oustaa ones kap ieenatondyatauenepaaaatadcaiteaapeaeteaneiees 
Proceeds from sales:Of financing TeCEIVADIES....5ssssecsassscsscessccssasevesssssssrssesesvesosetsesanasavsensnsssavasuasteevesssascees 
Proceeds from maturities and sales of marketable SECUTIICS .........c.ccccccecscceseseseseseseerscsssssesestesssevsssssesenevases 
Proceeds from sales of equipment on operating leases 
Proceeds from sales of businesses, net Of CASH SOIC ........ccccseesscesesesssesetsesesescsesesesscsssssssenscssssavesseseaeneneeas 
COSLOMTECEIVADIES ACQUIED 5. ccarsissencnaesrienaisas cervesscsvevieseonchasussvasnevinsen ceed ovaneueneienty wasuevennneasile conv eaahdcems 
Purchases of marketable securities .............. 

Purchases of property and equipment...... 
Cost of equipment on operating leases acquired 
Acquisitions of businesses, net of cash acquired 


Net cash used for investing activities 


Cash Flows from Financing Activities 

INCREASE: SHORETE MU DOLOWINMGS staves. tectsvessdavoncaxsouppieavnciataantapeh one maitensanentonearaaeatauesaentacsaleenliodeadudaWanedatend 
Proceeds from long-term borrowings 
Payments of long-term borrowings............... 

PROCEEDS FONT: ISSUANCE OF COMMONISIOCK sirscoviacscversrvervesivcesesecvevanusectanimovetcandine navcuséeratinvvsncduabenctneniessi¥ee 
REPULCHASESHONCOMMON STOCK sss nvisercersvas civevonvsoesen ieonansaaneaeson ntundlasad caasiikeis inueadondatneedsisendesanntnetaagenenennnened geese 
Dividends paid 
Excess tax benefits from share-based COMPENSATION .......cccccecsceceteeseseesetenetseetseseceetsesesesenetetserteereeeseneneneees 


Effect of Exchange Rate Changes on Cash and Cash Equivalent .............0..0ccccsesseese eee eee 


Net Increase (Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 


Cash anid Cash Equivalents at: End Of Year ciiccicsccssascstcsczscosusysascs conueesovvesonssenes soassbesvaseoveverssassvnesservonvess 


591.1 
1,687.5 


$ 2,278.6 


2006 


$ 1,693.8 


65.9 
691.4 
90.7 
(356.0) 
(18.5) 
15.8 


(703.9) 
(78.0) 
155.3 

29,7 

(400.0) 

(213.0) 


973.2 


9,274.9 
108.0 
3,006.0 
310.9 
4404 
(10,451.0) 
(2,565.6) 
(766.0) 
(417.4) 
(55.7) 
(33.1) 


(1,148.9) 


1,208.7 
3,140.2 
(3,520.6) 
327.6 
(1,299.3) 
(348.4) 
85.6 
(10.6) 


(416.8) 


21.8 


(570.7) 
2,258.2 


$ 1,687.5 


2005 


$ 1,446.8 


26.1 
636.5 
14.5 


(4-1) 
(49.3) 


(468.6) 
(324.1) 
336.9 
149.8 
(312.0) 
(235.9) 


1,216.6 


(922.9) 
3,181.1 


$ 2,258.2 


pS 


The notes to consolidated financial statements are an integral part of this statement. 
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DEERE & COMPANY 


STATEMENT OF CHANGES IN CONSOLIDATED STOCKHOLDERS’ EQUITY 
For the Years Ended October 31, 2005, 2006 and 2007 


(In millions of dollars) 
Se 


Accumulated 
Unamortized Other 
Total Common Treasury Restricted Retained Comprehensive 
Equity Stock Stock Stock Earnings Income (Loss) 
Balance October 31, 2004 0.0... cess $ 6,392.8 $2,043.5 $ (1,040.4) $ (12.7) $ 5,445.1 $ (42.7) 
Comprehensive income 
NETIC OMB. cssisseivaaroatiom ennvarnatecorsveumucvencenes 1,446.8 1,446.8 
Other comprehensive income (loss) 
Minimum pension liability adjustment.............. (51.7) (51.7) 
Cumulative translation adjustment... 61.5 61.5 
Unrealized gain on derivatives ........cccsccseeee 12.6 12.6 
Unrealized loss on investments .... (6.1) (6.1) 
Total comprehensive income......................... 1,463.1 
Repurchases Of COMMON StOCK .......cessesecesereseeeeens (918.9) (918.9) 
TEASULY SHALES FEISSUEC ........:.scccesssssvsesesesseessevens 215.8 215.8 
DIVIGGMAS CECI CD sauce sessitveesvvensvevexvves vere atevsewvens (293.2) (293.2) 
StOCK OPtiONS ANC OLNEY .....c.ccececesesesescseseeeeteseseseees (8.1) 38.2 (3.7) (42.6) 
Balance October 31, 2005... 6,851.5 2,081.7 (1,743.5) (16.4) 6,556.1 (26.4) 
Comprehensive income 
NEUIGOMG Ss a sasisas reotteatenenatenediraronescuntecess 1,693.8 1,693.8 
Other comprehensive income (loss) 
Minimum pension liability adjustment.............. 21.3 21.3 
Cumulative translation adjustment ...........00 79.7 79.7 
Unrealized gain on derivatives... 6 6 
Unrealized loss on investMents .........cceceeee (.9) (.9) 
Total comprehensive income....................... 1,794.5 
Reclassification to adopt FASB 
Statement No. 123 (revised 2004)... (16.4) 16.4 
Repurchases Of COMMON StOCK .......ccccceseseeeeteseeeees (1,299.3) (1,299.3) 
Treasury shares reissued sus 369.4 369.4 
Dividends declared........... (363.4) (363.4) 
Stock options and other 138.5 138.2 3 
Balance October 31, 2006 ..........0.....ccceeeee 7,491.2 2,203.5 (2,673.4) 7,886.8 74.3 
Comprehensive income 
NGEINCOMO} wiixisssasrenisycensckzarsisogtibacastadarxedioentennonts 1,821.7 1,821.7 
Other comprehensive income (loss) 
Minimum pension liability adjustment.............. 65.8 65.8 
Cumulative translation adjustment ............000. 329.1 329.1 
Unrealized loss on derivatives (14.4) (14.4) 
Unrealized loss on investments (1.0) (1.0) 
Total comprehensive income....................... 2,201.2 
Repurchases Of COMMON StOCK .......cceceseeeeeeeeeenees (1,517.8) (1,517.8) 
Treasury shares reissued Pe 175.8 175.8 
Dividends declared ........... sh (408.4) (408.4) 
Stock options and other 305.1 305.3 (.2) 
Adjustment to adopt FASB 
Statement No. 158, net Of taX..... cesses (1,091.3) (1,091.3) 
Transfer for two-for-one stock split 
effective November 26, 2007 .......scecesseeeeeen 268.2 (268.2) 
Balance October 31, 2007 ...............cccccecee $ 7,155.8 $ 2,777.0 $ (4,015.4) $ $ 9,031.7 $ (637.5) 


ERE, Eee 


The notes to consolidated financial statements are an integral part of this statement. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The following are significant accounting policies in addition to those 
included in other notes to the consolidated financial statements. 
Principles of Consolidation 

The consolidated financial statements represent the consolidation 
of all companies in which Deere & Company has a controlling 
interest. Certain variable interest entities (VIEs) related to the 
securitization of financing receivables for secured borrowings, 
and a supplier operation are consolidated since the company is 
the primary beneficiary. Deere & Company records its invest- 
ment in each unconsolidated affiliated company (generally 20 
to 50 percent ownership) at its related equity in the net assets 
of such affiliate. Other investments (less than 20 percent 
ownership) are recorded at cost. Consolidated retained earnings 
at October 31, 2007 include undistributed earnings of the 
unconsolidated affiliates of $75 million. Dividends from 
unconsolidated affiliates were $13 million in 2007, $3 million 
in 2006 and $2 million in 2005 (see Note 8). 

Reclassification 

Certain items previously reported in specific financial statement 
captions have been reclassified to conform to the 2007 financial 
statement presentation. In particular, unamortized restricted 
stock compensation previously presented separately has been 
eliminated against common stock as a result of the adoption of 
FASB Statement No. 123 (revised 2004), Share-Based Payment, 
in 2006. 

Structure of Operations 

Certain information in the notes and related commentary are 
presented in a format which includes data grouped as follows: 

Equipment Operations — Includes the company’s agricul- 
tural equipment, commercial and consumer equipment and 
construction and forestry operations with Financial Services 
reflected on the equity basis except for the health care operations, 
which were disposed of in February 2006 and are reported on a 
discontinued basis (see Note 2). 

Financial Services — Includes the company’s credit and 
certain miscellaneous service operations with the health care 
operations reported on a discontinued basis. 

Consolidated — Represents the consolidation of the 
Equipment Operations and Financial Services with the health 
care operations reported on a discontinued basis. References to 
“Deere & Company” or “the company” refer to the entire 
enterprise. 

Stock Split in Form of Dividend 

On November 14, 2007, a special meeting of stockholders 
was held authorizing a two-for-one stock split effected in the 
form of a 100 percent stock dividend to holders of record 
on November 26, 2007, distributed on December 3, 2007. 
All share and per share data (except par value) have been 
adjusted to reflect the effect of the stock split for all periods 
presented. The number of shares of common stock issuable 
upon exercise of outstanding stock options, vesting of other 
stock awards, and the number of shares reserved for issuance 
under various employee benefit plans were proportionately 
increased in accordance with terms of the respective plans 
(see Notes 23 and 24). 
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Use of Estimates in Financial Statements 

The preparation of financial statements in conformity with 
accounting principles generally accepted in the U.S. requires 
management to make estimates and assumptions that affect the 
reported amounts and related disclosures. Actual results could 
differ from those estimates. 

Revenue Recognition 

Sales of equipment and service parts are recorded when the 
sales price is determinable, and title and all risk of ownership are 
transferred to independent parties based on the sales agreements 
in effect. In the U.S. and most international locations, this 
transfer occurs primarily when goods are shipped. In Canada and 
some other international locations, certain goods are shipped to 
dealers on a consignment basis under which title and risk of 
ownership are not transferred to the dealer. Accordingly, in 
these locations, sales are not recorded until a retail customer 
has purchased the goods. In all cases, when a sale is recorded by 
the company, no significant uncertainty exists surrounding the 
purchaser’s obligation to pay. No right of return exists on sales 
of equipment. Service parts returns are estimable and accrued at 
the time a sale is recognized. The company makes appropriate 
provisions based on experience for costs such as doubtful 
receivables, sales incentives and product warranty. 

Financing revenue is recorded over the lives of related 
receivables using the interest method. Deferred costs on the 
origination of financing receivables are recognized as a reduction 
in finance revenue over the expected lives of the receivables 
using the interest method. Income from operating leases is 
recognized on a straight-line basis over the scheduled lease terms. 
Sales Incentives 
At the time a sale is recognized, the company records an 
estimate of the future sales incentive costs for allowances 
and financing programs that will be due when a dealer sells 
the equipment to a retail customer. The estimate is based on 
historical data, announced incentive programs, field inventory 
levels and settlement volumes. 

Product Warranties 

At the time a sale is recognized, the company records the 
estimated future warranty costs. These costs are usually 
estimated based on historical warranty claims (see Note 22). 
Sales Taxes 

The company collects and remits taxes assessed by different 
governmental authorities that are both imposed on and 
concurrent with revenue producing transactions between the 
company and its customers. These taxes may include sales, use, 
value-added and some excise taxes. The company reports the 
collection of these taxes on a net basis (excluded from revenues). 
Securitization of Receivables 

Certain financing receivables are periodically transferred to SPEs 
in securitization transactions (see Note 12). For securitizations 
that qualify as collateral for secured borrowings, no gains or losses 
are recognized at the time of securitization. These receivables 
remain on the balance sheet and are classified as “Restricted 
financing receivables - net.” The company recognizes finance 
income over the lives of these receivables using the interest 
method. For any securitizations that qualify as sales of receivables, 
the gains or losses from the sales are recognized in the period of 


——————— SS 


sale based on the relative fair value of the portion sold and the 
portion allocated to interests that continue to be held by the 
company. These interests are recorded at fair value estimated by 
discounting future cash flows. Changes in these fair values are 
recorded after-tax in other comprehensive income in unrealized 
gain or loss on investments. Other-than-temporary impairments 
are recorded in net income. 

Shipping and Handling Costs 

Shipping and handling costs related to the sales of the company’s 
equipment are included in cost of sales. 

Advertising Costs 

Advertising costs are charged to expense as incurred. This expense 
was $169 million in 2007, $165 million in 2006 and $157 million 
in 2005. 

Depreciation and Amortization 

Property and equipment, capitalized software and other 
intangible assets are depreciated over their estimated useful 

lives generally using the straight-line method. Equipment on 
operating leases is depreciated over the terms of the leases using 
the straight-line method. Property and equipment expenditures 
for new and revised products, increased capacity and the 
replacement or major renewal of significant items are capitalized. 
Expenditures for maintenance, repairs and minor renewals are 
generally charged to expense as incurred. 

Receivables and Allowances 

All financing and trade receivables are reported on the balance 
sheet at outstanding principal adjusted for any charge-ofts, 

the allowance for credit losses and doubtful accounts, and any 
deferred fees or costs on originated financing receivables. 
Allowances for credit losses and doubtful accounts are main- 
tained in amounts considered to be appropriate in relation to 
the receivables outstanding based on collection experience, 
economic conditions and credit risk quality. 

Impairment of Long-Lived Assets, Goodwill and 

Other Intangible Assets 

The company evaluates the carrying value of long-lived assets 
(including property and equipment, goodwill and other 
intangible assets) when events and circumstances warrant such 

a review. Goodwill and intangible assets with indefinite lives are 
also tested for impairment annually. Goodwill is allocated and 
reviewed for impairment by reporting units, which consist 
primarily of the operating segments. The goodwill is allocated 
to the reporting unit in which the business that created the 
goodwill resides. To test for goodwill impairment, the carrying 
value of each reporting unit is compared with its fair value. 

If the carrying value of the goodwill or long-lived asset is 
considered impaired, a loss is recognized based on the amount by 
which the carrying value exceeds the fair value of the asset. 
Derivative Financial Instruments 

It is the company’s policy that derivative transactions are 
executed only to manage exposures arising in the normal course 
of business and not for the purpose of creating speculative 
positions or trading. The company’s credit operations manage 
the relationship of the types and amounts of their funding sources 
to their receivable and lease portfolio in an effort to diminish 
risk due to interest rate and foreign currency fluctuations, while 
responding to favorable financing opportunities. The company 
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also has foreign currency exposures at some of its foreign and 
domestic operations related to buying, selling and financing in 
currencies other than the local currencies. 

All derivatives are recorded at fair value on the balance 
sheet. Each derivative is designated as either a cash flow hedge or 
a fair value hedge, or remains undesignated. Changes in the fair 
value of derivatives that are designated and effective as cash flow 
hedges are recorded in other comprehensive income and 
reclassified to the income statement when the effects of the item 
being hedged are recognized in the income statement. Changes in 
the fair value of derivatives that are designated and effective as 
fair value hedges are recognized currently in net income. This is 
offset to the extent the hedge was effective by the fair value 
changes related to the risk being hédged on the hedged item. 
Changes in the fair value of undesignated hedges are recognized 
currently in the income statement. All ineffective changes in 
derivative fair values are recognized currently in net income. 

All designated hedges are formally documented as to the 
relationship with the hedged item as well as the risk-management 
strategy. Both at inception and on an ongoing basis the hedging 
instrument is assessed as to its effectiveness, when applicable. 

If and when a derivative is determined not to be highly 
effective as a hedge, or the underlying hedged transaction is no 
longer likely to occur, or the derivative is terminated, the hedge 
accounting discussed above is discontinued. Any past or future 
changes in the derivative’s fair value that will not be effective 

as an offset to the income effects of the item being hedged are 
recognized currently in the income statement (see Note 27). 
Foreign Currency Translation 

The functional currencies for most of the company’s foreign 
operations are their respective local currencies. The assets and 
liabilities of these operations are translated into U.S. dollars at 
the end of the period exchange rates, and the revenues and 
expenses are translated at weighted-average rates for the period. 
The gains or losses from these translations are included in other 
comprehensive income, which is part of stockholders’ equity. 
Gains or losses from transactions denominated in a currency 
other than the functional currency of the subsidiary involved 
and foreign exchange forward contracts and options are 
included in net income or other comprehensive income as 
appropriate. The total foreign exchange pretax net gain (loss) 
for 2007, 2006 and 2005 was $(28) million, $2 million and 

$(7) million, respectively. 

New Accounting Standards Adopted 

In the first quarter of 2007, the company adopted FASB 
Statement No. 154, Accounting Changes and Error Corrections. 
This Statement requires voluntary changes in accounting 
principles to be recorded retrospectively for prior periods 
presented rather than a cumulative adjustment in the current 
period. This treatment would also be required for new 
accounting pronouncements if there are no specific transition 
provisions. The accounting for changes in estimates in the 
current period and the accounting for errors as restatements 

of prior periods have not changed. In the first quarter of 2007, 
the company adopted FASB Statement No. 155, Accounting for 
Certain Hybrid Financial Instruments. This Statement primarily 
resolves certain issues addressed in the implementation of 


FASB Statement No. 133, Accounting for Derivative 
Instruments and Hedging Activities, concerning beneficial 
interests in securitized financial assets. In the first quarter of 2007, 
the company adopted FASB Statement No. 156, Accounting for 
Servicing of Financial Assets. This Statement clarifies the criteria 
for recognizing servicing assets and liabilities, requires these items 
to be initially measured at fair value and permits subsequent 
measurements on either an amortization or fair value basis. 

The adoption of these Statements did not have a material effect 
on the company’s consolidated financial statements. 

At October 31, 2007, the company adopted FASB 
Statement No. 158, Employers’ Accounting for Defined 
Benefit Pension and Other Postretirement Plans (see Note 5). 
This Statement requires retirement benefit accruals or prepaid 
benefit costs on the balance sheet to be adjusted to the difference 
between the benefit obligations and the plan assets at fair value. 
The offset to the adjustment is recorded directly in stockholders’ 
equity net of tax. The amount recorded in stockholders’ equity 
represents the after-tax unrecognized actuarial gains or losses 
and unamortized prior service costs, which have previously 
been disclosed in the notes to the annual consolidated financial 
statements. This Statement also requires all benefit obligations 
and plan assets to be measured at fiscal year end. The effective 
date for the year-end measurement date is fiscal year 2009. 
Prospective application is required. At October 31, 2007, the 
effect of adopting this Statement decreased assets by $9 million, 
increased liabilities by $1,082 million and decreased stockholders’ 
equity by $1,091 million after-tax. The company did not 
violate any credit agreement financial covenants as a result of 
adopting this new standard. 

New Accounting Standards to be Adopted 
In June 2006, the FASB issued Interpretation No. 48, 
Accounting for Uncertainty in Income Taxes. This Interpretation 
clarifies that the recognition for uncertain tax positions should 
be based on a more-likely-than-not threshold that the tax 
position will be sustained upon audit. The tax position is 
measured as the largest amount of benefit that has a greater 
than 50 percent probability of being realized upon settlement. 
The standard will be adopted at the beginning of fiscal year 
2008 with the cumulative effect reported as an adjustment to 
beginning retained earnings as required. The cumulative effect 
of adoption will increase assets by approximately $160 million, 
increase liabilities by approximately $210 million and decrease 
retained earnings by approximately $50 million. 

In September 2006, the FASB issued Statement No. 157, 
Fair Value Measurements. This Statement defines fair value 
and expands disclosures about fair value measurements. 
These methods will apply to other accounting standards that 
use fair value measurements and may change the application of 
certain measurements used in current practice. The effective 
date is the beginning of fiscal year 2009. The adoption is not 
expected to have a material effect on the company’s consolidated 
financial statements. 

In February 2007, the FASB issued Statement No. 159, 
The Fair Value Option for Financial Assets and Financial 
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Liabilities. This Statement permits entities to measure most 
financial instruments at fair value if desired. It may be applied 
on a contract by contract basis and is irrevocable once applied 
to those contracts. The standard may be applied at the time 

of adoption for existing eligible items, or at initial recognition 
of eligible items. After election of this option, changes in fair 
value are reported in earnings. The items measured at fair value 
must be shown separately on the balance sheet. The effective 
date is the beginning of fiscal year 2009. The cumulative effect 
of adoption would be reported as an adjustment to beginning 
retained earnings. The company has currently not determined 
the potential effect on the consolidated financial statements. 

In December 2007, the FASB issued Statement No. 141 
(revised 2007), Business Combinations, and Statement No. 160, 
Noncontrolling Interests in Consolidated Financial Statements. 
Statement No. 141 (revised 2007) requires an acquirer to 
measure the identifiable assets acquired, the liabilities assumed 
and any noncontrolling interest in the acquiree at their fair 
values on the acquisition date, with goodwill being the excess 
value over the net identifiable assets acquired. This standard also 
requires the fair value measurement of certain other assets and 
liabilities related to the acquisition such as contingencies and 
research and development. Statement No. 160 clarifies that a 
noncontrolling interest in a subsidiary should be reported as 
equity in the consolidated financial statements. Consolidated net 
income should include the net income for both the parent and 
the noncontrolling interest with disclosure of both amounts on 
the consolidated statement of income. The calculation of 
earnings per share will continue to be based on income 
amounts attributable to the parent. The effective date for both 
Statements is the beginning of fiscal year 2010. The company 
has currently not determined the potential effects on the 
consolidated financial statements. 

Share-Based Compensation 

In the first quarter of 2006, the company adopted FASB 
Statement No. 123 (revised 2004), Share-Based Payment, 

(see Note 24). In 2005 and prior years, the company used the 
intrinsic value method of accounting for its plans in accordance 
with APB Opinion No. 25, Accounting for Stock Issued to 
Employees. No compensation expense for stock options was 
recognized under this method since the options’ exercise prices 
were not less than the market prices of the stock at the dates 
the options were awarded. The stock-based compensation 
expense recognized in earnings was related to restricted stock 
awards. For disclosure purposes under FASB Statement No. 
123, Accounting for Stock-Based Compensation, a binomial 
lattice option pricing model was used in 2005 to calculate the 
“fair value” of stock options. Based on this model, the weighted- 
average fair value of stock options awarded during 2005 was 
$9.99 on an after stock split basis. For the pro-forma disclosure 
information, the compensation cost of the stock options that 
vest from one to three years was recognized on a straight-line 
basis over the three-year vesting period. 

Pro forma net income and net income per share, as if the 
fair value method in FASB Statement No. 123 had been used 


for stock-based compensation, and the assumptions used were 
as follows with dollars in millions except per share amounts: 


2005 
NETIGOME: AS TEDOMED sncasvccunianteruperamitaiate act Mua $ 1,447 
Add: 
Stock-based employee compensation costs, 
net of tax, included in Net INCOME.........:secccesecsseseesssesereeess 
Less: 
Stock-based employee compensation costs, 
net of tax, as if fair value method had 
DBO: ADICG \ acvaccssusssha eratcdenascageadneas usnnseetanngeiansincsnisacion ahasaaueen (40) 
PRO TOPMAMEBINCOME: oncyicevervntcecernivsnxteintconnscnvedenresavsssintents $ 1,416 
Net income per share: 
AS reported — DaSIC™......c.ecscsccsesceesesesseseesesesrscesessstssesesteneesenes $ 2.97 
Pro forma — basic* $ 2.91 
AS FEDOPLER — GILL. .scceisissccssaasesaces (aspoaareavaasvedietverseagaarenaas $ 2.94 
PEO TORE CHUTE cet cxestcerperesvcesvcarnesntineemmencateatnorteisesteorind $ 2.88 
Assumptions** 
RISK-(OCFINTEKESE CALC cncacccviecsvovantavessiasvencseeredcvcensiveaveaiweventes 3.8% 
Dividend Yield... 1.6% 
Stock Volatility: asnwincaeanvee 26.4% 
Expected option life in years 75 


* 


Adjusted for two-for-one stock split. 
** Weighted-averages 


Acquisitions 
In May 2007, the company acquired LESCO, Inc. (LESCO) for 
a cost of approximately $150 million with preliminary values of 
approximately $92 million of goodwill, which is not tax 
deductible, and $34 million of other identifiable intangible assets. 
The other intangible assets had a weighted-average amortization 
period of 13 years. LESCO, based in Cleveland, Ohio, is a 
leading supplier of consumable lawn care, landscape, golf course 
and pest control products. The preliminary values assigned to 
the other major assets and liabilities related to the acquisition 
were $18 million of receivables, $167 million of inventory, 
$18 million of property and equipment, $31 million of other 
assets and $210 million of liabilities. LESCO is the primary 
beneficiary of its major supplier, which is a VIE. The VIE 
produces blended fertilizer and other lawn care products for 
LESCO and has been consolidated with LESCO’s assets and 
liabilities shown above. The assets of the VIE that were consoli- 
dated, less the intercompany receivables from LESCO that were 
eliminated in consolidation, totaled approximately $60 million 
(primarily inventory) at time of acquisition and at fiscal year 
end 2007. The creditors of the VIE do not have recourse to the 
general credit of LESCO. LESCO has been included as part of 
the company’s commercial and consumer equipment segment. 
In August, 2007, the company acquired Ningbo Benye 
Tractor & Automobile Manufacturing Co., Ltd. (Ningbo Benye) 
for a cost of approximately $85 million, including insignificant 
goodwill and a preliminary value of approximately $40 million 
of identifiable intangible assets with a weighted-average 
amortization period of 24 years. This business, which is located 
in Ningbo, China, builds tractors mainly in the 20 to 50 
horsepower range and is the largest tractor manufacturer in 
southern China. The preliminary values assigned to the other 
major assets and liabilities related to the acquisition were 
$15 million of receivables, $22 million of inventory, $20 million 
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of property and equipment and $12 million of liabilities. 
Ningbo Benye has been included as part of the company’s 
agricultural equipment segment. 

The goodwill generated in these acquisitions was the 
result of the future cash flows and related fair values of the 
entity acquired exceeding the fair values of its identifiable assets 
and liabilities. Certain long-lived assets including other intan- 
gibles are still being evaluated. The results of these operations 
have been included in the company’s financial statements since 
the date of the acquisition. The pro forma results of operations 
as if the acquisition had occurred at the beginning of the fiscal 
year would not differ significantly from the reported results. 

Certain adjustments were also made in 2007 to the 
estimated fair values of assets recorded for acquisitions made 
in 2006 based on final evaluations (see Note 17). 


2. DISCONTINUED OPERATIONS 


In February 2006, the company sold its wholly-owned subsidiary, 
John Deere Health Care, Inc. (health care operations), to 
UnitedHealthcare for $512 million and recognized a gain on 
the sale of $356 million pretax, or $223 million after-tax ($.47 
per share diluted, $.48 per share basic). These operations and the 
gain on the sale have been reflected as discontinued operations 
in the consolidated financial statements for all periods presented. 
The revenue from discontinued operations on the statement 
of consolidated income in 2006 and 2005 was $621 million 
and $740 million, and the income before income taxes was 
$384 million and $49 million, respectively. The fees paid from 
the continuing operations to the discontinued health care 
operations for administering health care claims in 2006 and 2005 
were $7 million and $21 million, respectively. The company will 
continue to pay fees to UnitedHealthcare to administer health 
claims. The employee termination benefit expense related to the 
discontinued operations in 2006 was $8 million, with payments 
of $4 million in 2006 and $1 million in 2007, and a remaining 
liability at October 31, 2007 of $3 million. This expense was 
recorded in “Income from Discontinued Operations.” 


3. SPECIAL ITEMS 


Restructuring 

In January 2006, the company decided to close its forestry 
manufacturing facility in Woodstock, Ontario, Canada and 
consolidate the manufacturing into the company’s existing 
Davenport and Dubuque, Iowa facilities. This restructuring is 
intended to reduce costs and further improve product delivery 
times. The facility was included in the construction and 
forestry segment. 

In 2006, the total expense recognized in costs of sales 
related to the closure was $44 million pretax, which included 
$21 million for pension and other postretirement benefits; 
$10 million for employee termination benefits; $6 million for 
impairments and write-downs of property, equipment and 
inventory; $5 million for relocation of production and 
$2 million for other expenses. At October 31, 2006, there 
were no remaining significant liabilities or expenses related to 
the restructuring. The pretax cash expenditures associated with 
this closure were approximately $35 million. The annual increase 
in earnings and cash flows in 2007 due to this restructuring are 
estimated to be $10 million. 


Debt repurchase 

In February 2006, the company announced a cash tender 

offer of up to $500 million to repurchase outstanding notes. 

An aggregate principal amount of $433 million was repurchased 
in 2006 consisting of $144 million of 8.95% Debentures due 
2019, $194 million of 7.85% Debentures due 2010 and 

$95 million of 8-1/2% Debentures due 2022. The repurchase 
of these notes for approximately $500 million resulted in an 
expense of $70 million pretax in 2006, which was included 

in other operating expenses. 


4. CASH FLOW INFORMATION 


For purposes of the statement of consolidated cash flows, 

the company considers investments with purchased maturities 
of three months or less to be cash equivalents. Substantially all 
of the company’s short-term borrowings, excluding the current 
maturities of long-term borrowings, mature or may require 
payment within three months or less. 

The Equipment Operations sell most of their trade 
receivables to Financial Services. These intercompany cash 
flows are eliminated in the consolidated cash flows. 

All cash flows from the changes in trade accounts and notes 
receivable (see Note 10) are classified as operating activities in 
the Statement of Consolidated Cash Flows as these receivables 
arise from sales to the company’s customers. Cash flows from 
financing receivables (see Note 11) that are related to sales to 
the company’s customers are also included in operating activities. 
The remaining financing receivables are related to the financing 
of equipment sold by independent dealers and are included in 
investing activities. 

The company had the following non-cash operating and 
investing activities that were not included in the Statement of 
Consolidated Cash Flows. The company transferred inventory to 
equipment on operating leases of approximately $269 million, 
$290 million and $256 million in 2007, 2006 and 2005, 
respectively. The company had accounts payable related to 
purchases of property and equipment of approximately 
$100 million, $80 million and $55 million at October 31, 2007, 
2006 and 2005, respectively. At October 31, 2007, the company 
recorded a receivable of $47 million for a portion of the sale of 
a business and a liability of $41 million for a portion of the 
acquisition of a business. 

Cash payments for interest and income taxes consisted of 
the following in millions of dollars: 


2007 2006 2005 


Interest: 


Equipment Operations* $ 423 $ 457 $ 377 


Financial Services wo... 1,005 866 576 

Intercompany eliminations* (294) (296) (281) 
Consolidated. .............ccccceeceses eee $ 1134 $1,027 $ 672 
Income taxes: 

Equipment Operations «0.0.0 $ 601 $ 658 $ 516 

Financial SerVviC@S .....c.cccccccsceceeseseeseseees 196 208 214 

Intercompany eliminations............:ccc6 (157) (165) (183) 
Consolidated $ 640 $ 701 $ 547 


* Includes interest compensation to Financial Services for financing trade receivables. 
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5. PENSION AND OTHER POSTRETIREMENT BENEFITS 


The company has several defined benefit pension plans covering 
its U.S. employees and employees in certain foreign countries. 
The company has several postretirement health care and life 
insurance plans for retired employees in the U.S. and Canada. 
The company uses an October 31 measurement date for these plans. 

On October 31, 2007, the company adopted FASB 
Statement No. 158, Employers’ Accounting for Defined Benefit 
Pension and Other Postretirement Plans. This Statement 
requires retirement benefit liabilities or benefit assets on the 
balance sheet to be adjusted to the difference between the 
benefit obligations and the plan assets at fair value. The offset 
to the adjustment is recorded directly in stockholders’ equity 
net of tax. The amount recorded in stockholders’ equity 
represents the after-tax unamortized actuarial gains or losses 
and unamortized prior service cost (credit). This Statement 
also requires all benefit obligations and plan assets to be 
measured at fiscal year end, which the company presently does. 
Prospective application of the new accounting is required. 

The incremental effects of the adoption of FASB Statement 
No. 158 on October 31, 2007 in millions of dollars follow: 


Prior to After 

Adoption Adjustment Adoption 
Other intangible assets-Nnet.........cccccceeeee $ 135 $ (4) $ 131. 
Retirement DeNefits ...cc.ciscsceessscesssnsceseensess 2,681 (705) 1,976 
Deferred INCOME taXeS.....ccccccecesscseseseereeee 700 700 1,400 
TOLAIASSOTS. » sividsscrcarsssanosratncoanrcoinen onoetervees 38,585 (9) 38,576 
Retirement benefits and other liabilities ........ 2,618 1,082 3,700 
Retirement benefits adjustment...............00 (1,113) (4,113) 
Minimum pension liability adjustment ........... (22) 22 
Accumulated other comprehensive income .... 453 (1,091) (638) 
Total liabilities and 

STOCKNOMMEIS’ GGUILY crssesinsisecnaenrerarscerens 38,585 (9) 38,576 


The worldwide components of net periodic pension cost 
and the assumptions related to the cost consisted of the following 
in millions of dollars and in percents: 


2007 2006 2005 
Pensions 
SEIVICE.COSL...iscsssovseresorsvsssosstesvssesvarsseucsnnes $ 168 $ 152 $ 144 
IMGFESECOSE.S: sissenssascszhactsaenseareasanesudepeetenn’ 488 475 452 
Expected return on plan assets (682) (667) (684) 
Amortization of actuarial OSS... 94 110 96 
Amortization of prior service Cost ............06. 27 42 43 
Special early-retirement benefits .... 2 
Setilements/curtailMents........ccccccececeees 4 18 
NOLCOSkbicraseseneirancminneinna seats $ 99 $ 132 $ 5 
Weighted-average assumptions 
DISCOUNT TEUGS: sess cxereurionasevstevesxeesyinyauest> 5.7% 5.7% 5.5% 
Rate of compensation increase... 3.8% 3.8% 3.9% 
Expected long-term rates of return............ 8.4% 8.5% 8.5% 


The worldwide components of net periodic postretirement 


benefits cost and the assumptions related to the cost consisted of 


the following in millions of dollars and in percents: 


2007 2006 2005 

Health care and life insurance 

BBIVICEICOSbi sss csssssceurssitcvoreinvorsaveseceusivvneresy $ 69 $ 68 $ 83 
IMCKESTICOSE ictersueveceavesasouseiseerieen 321 308 299 
Expected return on plan assets ... (156) (128) (60) 
Amortization of actuarial loss .......... 215 196 297 
Amortization of prior service credit... (133) (132) (132) 
Special early-retirement benefits..... bd 1 
Settlements/curtailMent........c cece 2 
NOE COSE scissvicsiversssirovsecsessonsvtevariareseansres $ 316 $ 315 $ 487 
Weighted-average assumptions 
DISCOUNT FateS ........:cceseessetseeeseseteteeeenees 5.9% 6.0% 5.5% 
Expected long-term rates of return............. 78% 8.1% 8.5% 


The worldwide benefit plan obligations, funded status 
and the assumptions related to the obligations at October 31 
in millions of dollars follow: 


Health Care 

and 
Pensions Life Insurance 
2007 2006 2007 2006 


Change in benefit obligations 


Beginning of year balance... $ (8,751) $(8,482) $(5,654) $(5,228) 
Service cost (168) (152) (69) (68) 
[LOPES COSl sissies scassssastisesisss casanmperes (488) (475) = (321) ~— (308) 
Actuarial gain (IOSS)....csseseeseesreseees 463 (202) 475 (326) 
Amendments (1) 70 6 
Benefits paid 57/4 548 285 288 
Health care subsidy receipts .............. (14) (11) 
Special early-retirement benefits........ (2) (1) 
Settlements/curtailments...........0.00 7 58 2 
Foreign exchange and other............... (171) (44) (22) (8) 
End of year Dalance .... eee (8,535) (8,751) (5,250) (5,654) 
Change in plan assets (fair value) 
Beginning of year balance... 8,927 8,284 1,893 1,177 
Actual return on plan assets............. 1,220 1,163 283 201 
Employer contribution... ccc 358 68 288 798 
Bene tits: pal sss cisscaseuvsssvacoovassunnsseons (574) (548) (285) = (288) 
OGHIGMENLS ss aesranwinsiccmrsmunedyn (7) (58) 
Foreign exchange and other.............. 78 18 6 5 
End of year Dalance ssa 10,002 8927 2185 1,893 
Funded Status ......cccccsceseeseseeereeeees 1,467 176 (3,065) (3,761) 
Unrecognized actuarial loss... 1,772 1,917 
Unrecognized prior service 

COSTCIOGIL) siciusexccevedarisavisasstecwese 145 (141) 
Net amount recognized ................. $ 1,467 $2,093 $(3,065) $(1,985) 
Weighted-average assumptions 
DISCOUNT FATES ss sassinisavessaveecaveavesewnencs 6.2% 5.7% 6.4% 5.9% 
Rate of compensation increase .......... 3.9% 3.8% 
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The amounts recognized at October 31 in millions of 


dollars consist of the following: 


Health Care 
and 
Pensions Life Insurance 
2007 2006 2007 2006 

Amounts recognized in 

balance sheet 
PreDald COSk sicsssixccavsscrraversvecsedoideanent $ 2,642 
Accrued liability (697) $ (1,985) 
Intangible asset 9 
Accumulated pretax charge to 

other comprehensive income......... 139 
Net amount recognized .........cceceeee $ 2,093 $ (1,985) 
Noncurrent aSS@t......c.cccccesescesseeeeeees $ 1,976 
Current liability .....ccccescesesseestesseenes (32) $ (23) 
Noncurrent liability... cece (477) (3,042) 
TORN cscs vasinosisvccoiasnedstoanesvtassseianecas $ 1,467 $(3,065) 
Amounts recognized in 

‘accumulated other compre- 

hensive income — pretax 
Net actuarial IOSS@S .......c.cceceseeseeseeees $ 688 $ 1,102 
Prior service Cost (Credit)... eee 114 (77) 
"J OLAl 4 iciwsehracnibierancoenerreoremaneriaen $ 802 $ 1,025 


The total accumulated benefit obligations for all pension 
plans at October 31, 2007 and 2006 was $8,131 million and 
$8,322 million, respectively. 

The accumulated benefit obligations and fair value of 
plan assets for pension plans with accumulated benefit 
obligations in excess of plan assets were $741 million and 
$312 million, respectively, at October 31, 2007 and $805 
million and $111 million, respectively, at October 31, 2006. 
The projected benefit obligations and fair value of plan assets 
for pension plans with projected benefit obligations in excess 
of plan assets were $877 million and $368 million, respectively, 
at October 31, 2007 and $927 million and $158 million, 
respectively, at October 31, 2006. 

The amounts in accumulated other comprehensive 
income that are expected to be amortized as net expense 
(income) during fiscal 2008 in millions of dollars follow: 


Health Care 

and 
Pensions Life Insurance 

Nét ctuatial lOSS€S ssncspemevacarv caret: $ ©6640 $ 92 
Prior service Cost (Credit) ........cceeeeeeeteees 26 (17) 
MOLAD sd eicsssuteattessteca cs aveonapsaces sousvSoriweskennlteae $ 66 $ 75 


The company expects to contribute approximately $134 
million to its pension plans and approximately $294 million to 
its health care and life insurance plans in 2008, which include 
direct benefit payments on unfunded plans. These expected 
contributions also include voluntary contributions to pension 
plan assets of approximately $80 million and health care plan 
assets of approximately $220 million during 2008. 


The benefits expected to be paid from the benefit plans, 
which reflect expected future years of service, and the Medicare 
subsidy expected to be received are as follows in millions of dollars: 


Health Care Health Care 
and Subsidy 

Pensions Life Insurance Receipts” 
2OO8 Sc vrsmunscrerennans cane $ 578 $ 327 $ 15 
2OOG sicsisosssossraicveronneavest 587 346 17 
OO sccrrinussertavantenants 591 364 18 
AO Vicsrtrenisves uornmccdatcs 605 381 19 
QO NZ stars avenendiet aroutteees 615 395 20 
ZOTB NO; ZOU ceneracsvnsesizers 3,274 2,178 120 


* Medicare Part D subsidy. 


The annual rates of increase in the per capita cost of 
covered health care benefits (the health care cost trend rates) 
used to determine benefit obligations at October 31, 2007 were 
based on the trends for medical and prescription drug claims for 
pre- and post-65 age groups due to the effects of Medicare. 

The weighted-average composite trend rates were assumed to be 
8.0 percent for 2008, 7.1 percent for 2009, 6.3 percent for 2010, 
5.8 percent for 2011, 5.2 percent for 2012 and 5.0 percent for 
2013 and all future years. The obligations at October 31, 2006 
assumed 8.1 percent for 2007, 7.1 percent for 2008, 6.1 percent 
for 2009, 5.4 percent for 2010 and 5.0 percent for 2011 and all 
future years. An increase of one percentage point in the assumed 
health care cost trend rate would increase the accumulated 
postretirement benefit obligations at October 31, 2007 by $528 
million and the aggregate of service and interest cost component 
of net periodic postretirement benefits cost for the year by 

$52 million. A decrease of one percentage point would decrease 
the obligations by $443 million and the cost by $42 million. 

The discount rate assumptions used to determine the 
postretirement obligations at October 31, 2007 and 2006 
were based on a hypothetical AA yield curve represented by a 
series of annualized individual discount rates. Each bond issue 
underlying the yield curve is required to have a rating of Aa 
or better by Moody’s Investor Service, Inc. or a rating AA or 
better by Standard & Poor’s. 

The following is the percentage allocation for plan assets 
at October 31: 


Pensions Health Care 

2007 + #2006 2007 2006 

Equity S@CUFITICS .........sssssstscceeeeeserens 34% 57% 51% 57% 
Debt S@CUTIBICS oo... cceceeseteeeeseseseees 43 20 35 28 
Real estate 4 4 3 3 
OTE Sisetessensshoumeddtentcodoeonearnduteraneats 19 19 11 12 


The primary investment objective is to maximize the 
growth of the pension and health care plan assets to meet the 
projected obligations to the beneficiaries over a long period of 
time, and to do so in a manner that is consistent with the 
company’s earnings strength and risk tolerance. Asset allocation 
policy is the most important decision in managing the assets and 
it is reviewed regularly. The asset allocation policy considers 
the company’s financial strength and long-term asset class risk/ 
return expectations since the obligations are long-term in nature. 
On an on-going basis, the target allocations for pension assets 
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are approximately 35 percent for equity securities, 43 percent 
for debt securities, 4 percent for real estate and 18 percent for 
other, and for health care assets are approximately 48 percent 
for equity securities, 38 percent for debt securities, 3 percent for 
real estate and 11 percent for other. The assets are well diversi- 
fied and are managed by professional investment firms as well 

as by investment professionals who are company employees. 

The expected long-term rate of return on plan assets 
reflects management’s expectations of long-term average rates 
of return on funds invested to provide for benefits included in 
the projected benefit obligations. The expected return is based 
on the outlook for inflation, fixed income returns and equity 
returns, while also considering historical returns, asset allocation 
and investment strategy. Although not a guarantee of future 
results, the average annual return of the company’s U.S. pension 
fund was approximately 9 percent during the past ten years and 
approximately 12 percent during the past 20 years. 

The company has created certain Voluntary Employees 
Beneficiary Association trusts (VEBAs) for the funding of 
postretirement health care benefits. The future expected asset 
returns for these VEBAs are lower than the expected return on 
the other pension and health care plan assets due to investment 
in a higher proportion of short-term liquid securities. These assets 
are in addition to the other postretirement health care plan assets 
that have been funded under Section 401(h) of the U.S. Internal 
Revenue Code and maintained in a separate account in the 
company’s pension plan trust. 

See Note 25 for defined contribution plans related to 
employee investment and savings. 


6. INCOME TAXES 
The provision for income taxes from continuing operations by 


taxing jurisdiction and by significant component consisted of the 
following in millions of dollars: 


2007 2006 2005 
Current: 
U.S.: 
FOG ER Al wcxsscstsugnvsvrcsnnrercaiaiose tetenecnwnthvasvante tes $484 $448 $422 
SLAIG -csia ceuraateahoaatiarcun meiauanteneeG aia 40 28 32 
FOFGION eescacvancracier novnniommanavaltontnartoeeuaceemueds 354 260 284 
“TOUG| CUEF EN cis cess Shoicterneesvncanteaseatuenveaycasi 878 736 738 
Deferred: 
WS. 
Federal (2) 3 (24) 
8 6 (17) 
BOPGIGN sissstevstocrstetonsestassn ives tapeaitendeoverslaeieee (1) (3) 2 
Total: deferred... ccuscsnissucaataananannns 5 6 (39) 


A 
foe) 
foe) 
oe) 
A 
=i 
aS 
hr 
A 
[op) 
oO 
oO 


| 


Based upon location of the company’s operations, the 
consolidated income from continuing operations before income 
taxes in the U.S. in 2007, 2006 and 2005 was $1,601 million, 
$1,431 million and $1,226 million, respectively, and in foreign 
countries was $1,075 million, $743 million and $881 million, 
respectively. Certain foreign operations are branches of 
Deere & Company and are, therefore, subject to U.S., as well as 
foreign income tax regulations. The pretax income by location 


and the preceding analysis of the income tax provision by taxing 
jurisdiction are, therefore, not directly related. 

A comparison of the statutory and effective income tax 
provision from continuing operations and reasons for related 
differences in millions of dollars follow: 


2007 2006 2005 


U.S. federal income tax provision 
at a statutory rate of 35 percent 

Increase (decrease) resulting from: 

State and local income taxes, net of 


$ 936 $ 761 $ 737 


federal income tax benefit 0... eeeseeeeeeee 32 22 10 
Taxes ON fOFEIGN ACTIVITICS ......cceceeceeesesesesestenees (24) 8 (6) 
Nondeductible costs and other-net.........ccccccceee (61) (49) (42) 


Provision for income taxes 


$ 883 $ 742 $ 699 


In October 2004, the American Jobs Creation Act of 2004 
(the Act) was signed into law. The Act introduced a special one- 
time dividends received deduction on the repatriation of certain 
foreign earnings to a U.S. taxpayer (repatriation provision), 
provided certain criteria are met. The deduction is 85 percent 
of certain foreign earnings that are repatriated. During 2005, the 
company recognized a tax benefit of approximately $15 million, 
related to the repatriation of foreign earnings under the Act. 

At October 31, 2007, accumulated earnings in certain 
subsidiaries outside the U.S. totaled $814 million for which no 
provision for U.S. income taxes or foreign withholding taxes 
has been made, because it is expected that such earnings will be 
reinvested overseas indefinitely. Determination of the amount 
of unrecognized deferred tax liability on these unremitted 
earnings is not practical. 

Deferred income taxes arise because there are certain items 
that are treated differently for financial accounting than for income 
tax reporting purposes. An analysis of the deferred income tax 
assets and liabilities at October 31 in millions of dollars follows: 


2007 2006 
Deferred Deferred Deferred Deferred 
Tax Tax Tax Tax 
Assets Liabilities | Assets Liabilities 

Other postretirement 

benefit liabilities... cee $ 1,282 $ 825 
Pension assets - net... $ 646 $ 845 
Accrual for sales allowances......... 350 327 
Tax over book depreciation............ 237 214 
Accrual for employee benefits ....... 212 195 
Lease transactions 0.0... 127 144 
Tax loss and tax credit 

CARTVIOIWALOS scvissarines ccvaseenveveses 118 132 
Allowance for credit losses............ 88 77 
Minimum pension liability 

AG|USUMONE, sassecsorsessvervavcavovevesen 51 
Intercompany profit in inventory .... 49 51 
Stock option compensation........... 45 26 
Deferred compensation............. 30 27 
Undistributed foreign earnings....... 20 19 
OTE TOMS svwcendcectiestiowseaconits 259 131 181 103 
Less valuation allowances............. (56) (50) 


Deferred income tax 


assets and liabilities $2,377 $1,161 $1,842 $1,325 
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Deere & Company files a consolidated federal income tax 
return in the U.S., which includes the wholly-owned Financial 
Services subsidiaries. These subsidiaries account for income 
taxes generally as if they filed separate income tax returns. 

At October 31, 2007, certain tax loss and tax credit 
carryforwards for $118 million were available with $85 million 
expiring from 2008 through 2027 and $33 million with an 
unlimited expiration date. 


7. OTHER INCOME AND OTHER OPERATING EXPENSES 


The major components of other income and other operating 
expenses from continuing operations consisted of the following 
in millions of dollars: 


2007 2006 2005 
Other income 
Revenues frOM SEFVICES™........c.ccceseeseeeeeees $ 314 $ 251 $ 157 
Investment INCOME ........c.ccccsesccsestesesesteseees 83 89 25 
Securitization and servicing fee income....... 23 37 48 
OUTER seicesssecrcevenusiarauncsnereromienmnetites 118 110 120 
Ola tsateacecivetsnties haatasavn eet caepmaaini $ 538 $ 487 $ 350 
Other operating expenses 
Depreciation of equipment on 
operating leases $ 297 $ 269 $ 237 
Cost of services” ............. 248 203 103 
70 
a 44 
$ 545 $ 381 


* Certain reclassifications from other to service revenues and costs were made in 
2006 and 2005 consistent with the 2007 presentation. 


8. UNCONSOLIDATED AFFILIATED COMPANIES 


Unconsolidated affiliated companies are companies in which 
Deere & Company generally owns 20 percent to 50 percent 
of the outstanding voting shares. Deere & Company does not 
control these companies and accounts for its investments in 
them on the equity basis. The investments in these companies 
primarily consist of Deere-Hitachi Construction Machinery 
Corporation (50 percent ownership), Bell Equipment Limited 
(32 percent ownership) and A&I Products (36 percent 
ownership). The unconsolidated affiliated companies primarily 
manufacture or market equipment. Deere & Company’s share of 
the income of these companies is reported in the consolidated 
income statement under “Equity in Income of Unconsolidated 
Affiliates.” The investment in these companies is reported in 
the consolidated balance sheet under “Investments in 
Unconsolidated Affiliates.” 

Combined financial information of the unconsolidated 
affiliated companies in millions of dollars is as follows: 


Operations 2007 2006 2005 
SELES a decaitpcan ithe aus oy adeh fdorbaesin causes $ 2,026 $2,062 $ 1,983 
NGTICOMG sisss sexssvnescvorscnst veaiocerstadanvevvans 719 54 14 
Deere & Company's equity in 

MGTIO OMG staves cecscesxecrw ot Sazeieveaterenstenits 29 21 6 
(continued) 


Financial Position 2007 2006 


TOU ASSIS secrencct/a-adeah scnens wn ceataenascinntan oars $1,081 $ 968 
Total external borrowings 140 86 
TOtal NELASSELS!....ccccciecrsesssesssoesensasssnpoasdeaseenssrenenens 385 293 
Deere & Company’s share of 


TNE TERASSERS sv uicesousecrnrominninneeneeastipenetes Augie 150 124 


9. MARKETABLE SECURITIES 


All marketable securities are classified as available-for-sale, 
with unrealized gains and losses shown as a component of 
stockholders’ equity. Realized gains or losses from the sales of 
marketable securities are based on the specific identification 
method. 

The amortized cost and fair value of marketable 
securities for continuing operations at October 31 in millions 
of dollars follow: 


Amortized Gross Gross 
Cost Unrealized Unrealized Fair 
or Cost Gains Losses Value 


2007 

U.S. government debt securities... $ 228  $ 2 $ 230 
Municipal debt securities .... 135 135 
Corporate debt securities.............. 555 “f 556 
Mortgage-backed debt securities... 303 1 304 
Asset backed securities ............... 294 254 
Other debt securities ............cce 144 144 
Marketable securities............... $ 1,619 4 $1,623 
2006 

U.S. government debt securities... $ 363 $ (1) $ 362 
Municipal debt securities .............. 134 134 
Corporate debt securities.............. 549 $1 550 
Mortgage-backed debt securities.. 284 284 
Asset backed securities .............6 239 239 
Other debt securities 00... 248 248 
Marketable securities............... $1817 $1 $ (1) $1,817 


The contractual maturities of debt securities at October 
31, 2007 in millions of dollars follow: 


Amortized Fair 


Cost Value 
DUG: I ORG VEAr OF OS Sia sicccscniesesrervdesrecetersepeaenexeteertes $ 243 $ 243 
Due after one through five Years... cece 909 912 
Due after five through 10 years sis 110 110 
DUG Air 10 VOANS. ss cstasiecsced ormanarminaaunn tees 357 358 
Debt SQCUrities:. sisissssscsvcccsssscorseariaisenneraessyoastasaoenes $1,619 $1,623 


Actual maturities may differ from contractual maturities 
because some securities may be called or prepaid. Proceeds from 
the sales of available-for-sale securities from continuing operations 
were $1,379 million in 2007, $2,157 million in 2006 and $917 
in 2005. Realized gains were $4 million and $.4 million and 
realized losses were $10 million and $4 million in 2007 and 2006, 
respectively. Realized gains and losses were not significant in 
2005. Unrealized gains and losses, the increase (decrease) in net 
unrealized gains or losses and unrealized losses that have been 
continuous for over twelve months were not significant in any 
years presented. Unrealized losses at October 31, 2006 were 


primarily the result of an increase in interest rates and were not 
recognized in income due to the ability and intent to hold to 
maturity. Losses related to impairment write-downs were 

$7 million in 2007 and were not significant for any other years 
presented. 


10. TRADE ACCOUNTS AND NOTES RECEIVABLE 


Trade accounts and notes receivable at October 31 consisted of 
the following in millions of dollars: 


2007 2006 
Trade accounts and notes: 
AGPIGUIIT EL ioucsrteesin vernonia werent catenin $1,867 $1,647 
Commercial ANd CONSUMET ........ccceeeeteteteeteeeeees 658 711 
Construction and fOreStry......c.cccccceteeeeeeeeteteees 530 680 
Trade accounts and notes receivable—net............. $3,055 $3,038 


At October 31, 2007 and 2006, dealer notes included in 
the previous table were $413 million and $398 million, and the 
allowance for doubtful trade receivables was $64 million and 
$62 million, respectively. 

The Equipment Operations sell a significant portion of 
newly originated trade receivables to the credit operations and 
provide compensation to the credit operations at market rates 
of interest for these receivables. 

Trade accounts and notes receivable primarily arise from 
sales of goods to independent dealers. Under the terms of the 
sales to dealers, interest is charged to dealers on outstanding 
balances, from the earlier of the date when goods are sold to 
retail customers by the dealer or the expiration of certain 
interest-free periods granted at the time of the sale to the dealer, 
until payment is received by the company. Dealers cannot 
cancel purchases after the equipment is shipped and are 
responsible for payment even if the equipment is not sold to 
retail customers. The interest-free periods are determined based 
on the type of equipment sold and the time of year of the sale. 
These periods range from one to twelve months for most 
equipment. Interest-free periods may not be extended. 

Interest charged may not be forgiven and interest rates, 

which exceed the prime rate, are set based on market factors. 
The company evaluates and assesses dealers on an ongoing basis 
as to their credit worthiness and generally retains a security 
interest in the goods associated with these trade receivables. 
The company is obligated to repurchase goods sold to a dealer 
upon cancellation or termination of the dealer’s contract for 
such causes as change in ownership and closeout of the business. 
The company may also in certain circumstances repurchase 
goods sold to a dealer in order to satisfy a request for goods 
from another dealer. 

Trade accounts and notes receivable have significant 
concentrations of credit risk in the agricultural, commercial and 
consumer, and construction and forestry sectors as shown in 
the previous table. On a geographic basis, there is not a 
disproportionate concentration of credit risk in any area. 


11. FINANCING RECEIVABLES 


Financing receivables at October 31 consisted of the following 
in millions of dollars: 


2007 2006 
Unrestricted/Restricted Unrestricted/Restricted 
Retail notes: 
Equipment: 
Agricultural .......ccccceee $ 9394 $2,027 $ 7,512 $2,279 
Commercial and 
CONSUMED ......cccceeeeees 1,235 1,231 
Construction and 
TOLOSU Vi ccivereenscntoetaes 2,417 571 2,447 462 
Recreational products......... 24 35 
13,070 2,998 11,225 2,741 
1,303 1,463 
Revolving charge accounts...... 1,649 1,582 
Financing leases 
(direct and sales-type)........ 1,088 927 
Operating lOANs ..... cee 287 379 
Total financing receivables... 17,397 2,598 15,576 2,741 
Less: 
Unearned finance income: 
Equipment notes ............ 1,473 296 1,306 359 
Recreational product 
MOLES isntctsretieconneesree 5 8 
Financing leases ............ 129 114 
TOLAl cesssorsruiovaneiens 1,607 296 1,428 359 
Allowance for doubtful 
FECEIVADIES oo... cesceeseeeseee 159 13 144 am) 
Financing 
receivables — net............. $15,631 $2,289 $14,004 $ 2,371 


Financing receivables have significant concentrations 
of credit risk in the agricultural, commercial and consumer, 
and construction and forestry sectors as shown in the previous 
table. On a geographic basis, there is not a disproportionate 
concentration of credit risk in any area. The company retains 
as collateral a security interest in the equipment associated with 
retail notes, wholesale notes and financing leases. 

Financing receivables at October 31 related to the 
company’s sales of equipment (see Note 4) that were included 
in the table above were unrestricted and consisted of the 
following in millions of dollars: 


2007 2006 
Retail notes*: 
Equipment: 
AGHCURUTAL scccccstonmentsem aerenrmnanveamanicuitas $1,394 $1,217 
Commercial and consumer 111 87 
Construction and fOreStry ......ccccecececeeseeseseeeseees 719 719 
2,224 2,023 
1,303 1,463 
652 499 
FORA sizcviinins sess eatavuserrnanneiariavvnapertniabegelvnsiadndien $4179 $3,985 
(continued) 
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2007 2006 
Less: 
Unearned finance income: 
EQUIPMENT NOTES i. ccsvsssvsnisvsnssvevevesbavnevvasinvaseeraoeee $ 255 $ 260 
Sal@S-tyP@ ICASES......ccececsescscssesessseceteseseassssseeeees 67 52 
WOtalsecsiscanrecoonseparcessmee oermeaman ani 322 312 
Financing receivables related to the 
company’s sales of equipment......................06. $3,857 $3,673 


* These retail notes generally arise from sales of equipment by company-owned 
dealers or through direct sales. 


Financing receivable installments, including unearned 
finance income, at October 31 are scheduled as follows in 
millions of dollars: 

2007 2006 
Unrestricted/Restricted Unrestricted/Restricted 


Due in months: 


$ 847 $7,364 $ 753 
766 3,175 707 
592. 2,391 621 
302 = 1,522 461 

85 876 180 
6 248 19 


$ 17,397 


$ 2,598 $15,576 $ 2,741 


The maximum terms for retail notes are generally seven 
years for agricultural equipment, seven years for commercial 
and consumer equipment and five years for construction and 
forestry equipment. The maximum term for financing leases is 
generally five years, while the average term for wholesale notes 
is less than twelve months. 

At October 31, 2007 and 2006, the unpaid balances 
of receivables previously sold by the credit operations were 
$453 million and $1,197 million, respectively. The receivables 
sold are collateralized by security interests in the related 
equipment sold to customers. At October 31, 2007 and 2006, 
worldwide financing receivables administered, which include 
financing receivables previously sold but still administered, 
totaled $18,373 million and $17,572 million, respectively. 

Generally when financing receivables become approxi- 
mately 120 days delinquent, accrual of finance income is 
suspended and the estimated uncollectible amount is written 
off to the allowance for credit losses. Accrual of finance income 
is resumed when the receivable becomes contractually current 
and collection doubts are removed. Investments in financing 
receivables on non-accrual status at October 31, 2007 and 2006 
were $59 million and $44 million, respectively. 

Total financing receivable amounts 60 days or more 
past due were $46 million at October 31, 2007, compared 
with $45 million at October 31, 2006. These past-due 
amounts represented .25 percent of the receivables financed 
at October 31, 2007 and .27 percent at October 31, 2006. 
The allowance for doubtful financing receivables represented 
.95 percent and .94 percent of financing receivables outstanding 
at October 31, 2007 and 2006, respectively. In addition, at 
October 31, 2007 and 2006, the company’s credit operations 
had $192 million and $194 million, respectively, of deposits 


withheld from dealers and merchants available for potential 
credit losses. An analysis of the allowance for doubtful financing 
receivables follows in millions of dollars: 


2007 2006 2005 


Balance, beginning of the year .........ccce $ 155 $ 140 $ 145 
Provision charged to operations..............00 62 51 19 
AMOUNTS WILLEN Off. c.srsessusesseenseencenseeesanees (59) (39) (28) 
Other changes (primarily translation 

ACIWISTMONIS) 2: casiacesssdvecnssemrncrSdeaacdbicenaders 14 3 4 
Balance, end of the year...................005 $ 172 $ 155 $ 140 


12. SECURITIZATION OF FINANCING RECEIVABLES 


The company, as a part of its overall funding strategy, periodi- 
cally transfers certain financing receivables (retail notes) into 
special purpose entities (SPEs) as part of its asset-backed 
securities programs (securitizations) involving its retail notes. 
For securitizations entered into prior to 2005, the structure of 
these transactions is such that the transfer of the retail notes met 
the criteria of sales in accordance with FASB Statement No. 140, 
Accounting for Transfers and Servicing of Financial Assets and 
Extinguishment of Liabilities. Beginning in 2005, the transfer 
of retail notes into new securitization transactions did not meet 
the sales criteria of FASB Statement No. 140 and are, therefore, 
accounted for as secured borrowings. SPEs utilized in securiti- 
zations of retail notes differ from other entities included in 

the company’s consolidated statements because the assets they 
hold are legally isolated. For bankruptcy analysis purposes, 

the company has sold the receivables to the SPEs in a true sale 
and the SPEs are separate legal entities. Use of the assets held by 
the SPEs is restricted by terms of the documents governing the 
securitization transaction. Further information related to the 
secured borrowings and sales of retail notes is provided below. 


Secured Borrowings 
In securitizations of retail notes related to secured borrowings, 
the retail notes are transferred to certain SPEs which in turn 
issue debt to investors. The resulting secured borrowings are 
included in short-term borrowings on the balance sheet as 
shown in the following table. The securitized retail notes are 
recorded as “Restricted financing receivables - net” on the 
balance sheet. The total restricted assets on the balance sheet 
related to these securitizations include the restricted financing 
receivables less an allowance for credit losses, and other assets 
representing restricted cash as shown in the following table. 
The SPEs supporting the secured borrowings to which the 
retail notes are transferred are consolidated unless the company 
is not the primary beneficiary or the SPE is a qualified special 
purpose entity as defined in FASB Statement No. 140. 

The components of consolidated restricted assets related to 
secured borrowings in securitization transactions at October 31 
were as follows in millions of dollars: 


2007 2006 
Restricted financing receivables (retail notes)................. $2,301 $2,382 
Allowance for Credit IOSS€S..........cccccsssssessseteeesssseeeeees (12) (11) 
Ot eraSSets.....crsessescsssesnssesisosaessveacteessiassniisonecsnastantess 45 82 
Total restricted securitized ASS@tS.......c cece cree $2,334 $2,453 


The components of consolidated secured borrowings and 
other liabilities related to securitizations at October 31 were as 
follows in millions of dollars: 


2007 2006 


Short-term DOrrOWINGS.......cescecscescesessesessesesesseeseseeseeees $2,344 $2,403 
Accrued interest On DOFOWINGS .......c.cceceeeesesescseseeteees 5 5 


Total liabilities related to restricted securitized assets..... $2,349 $2,408 


The secured borrowings related to these restricted 
securitized retail notes are obligations that are payable as the 
retail notes are liquidated. Repayment of the secured borrowings 
depends primarily on cash flows generated by the restricted assets. 
Due to the company’s short-term credit rating, cash collections 
from these restricted assets are not required to be placed into a 
restricted collection account until immediately prior to the time 
payment is required to the secured creditors. Under FASB 
Interpretation No. 46 (revised December 2003), Consolidation 
of Variable Interest Entities, an SPE was consolidated that 
included assets (restricted retail notes) of $1,494 million and 
$1,147 million at October 31, 2007 and 2006, respectively. 
These restricted retail notes are included in the restricted 
financing receivables related to securitizations shown in the 
table above. At October 31, 2007, the maximum remaining 
term of all restricted receivables was approximately six years. 


Sales of Receivables 

Prior to 2005, the company periodically transferred certain 
retail notes into SPEs as part of its securitization program in 
transactions that were structured such that the transfer of the 
retail notes met the criteria of sales in accordance with FASB 
Statement No. 140. The SPEs issue asset-backed securities to 
investors and use the proceeds of the debt issuance to pay for 
the retail notes. However, the company retains certain interests 
in the SPEs’ assets including interest-only strips, a reserve 
account and subordinated certificates. These interests that 
continue to be held by the company (transferor) are carried at 
estimated fair value in “Other receivables” or “Other assets” 
on the balance sheet. Gains or losses on sales of the receivables 
depended in part on the previous carrying amount of the 
financial assets involved in the transfer, allocated between the 
assets sold and the interests that continue to be held based on 
their relative fair values at the date of transfer. The company 
generally estimates fair values based on the present value of 
future expected cash flows using management’s key assumptions 
as discussed below. The company retains the rights to certain 
future cash flows and in the U.S. transactions receives annual 
servicing fees approximating one percent of the outstanding 
balance. No significant balances for servicing assets or liabilities 
exist because the benefits received for servicing are just adequate 
to compensate the servicer for the costs of providing the 
servicing. The company’s maximum exposure under recourse 
provisions related to securitized sold retail notes at October 31, 
2007 and 2006 was $20 million and $109 million, respectively. 
The recourse provisions contractually specified by the docu- 
ments governing the securitization transaction are contingent 
liabilities that are remote at this time. Except for this exposure, 
the investors and securitization trusts have no recourse to the 


company for failure of debtors to pay when due. The interests 
that continue to be held by the company, are subordinate to 
investors’ interests and their values are subject to certain key 
assumptions as shown below. The total assets of the unconsoli- 
dated SPEs related to these securitizations at October 31, 2007 
and 2006 were $120 million and $994 million, respectively. 
At October 31, 2007, the maximum remaining term of these 
receivables sold was approximately three years. 

Cash flows received from securitization trusts for retail 
notes sold in prior years in millions of dollars were as follows: 


2007 2006 2005 
Servicing fees reC@iVEd ........ccccceeseeeeeeeenes $ 6 $ 13 $ 22 
Other cash flows reC@iVEd......c.scceseeeeeeeeens $ 18 $ 27 $ 46 


The company has utilized a revolving multi-bank conduit 
facility to securitize floating rate retail notes that were structured 
as either sales or secured borrowings. In September 2007, the 
company amended the facility and simultaneously repurchased 
$264 million of retail notes previously sold into the facility. 

Components of interests that continue to be held by the 
company in securitized retail notes sold at October 31 in 
millions of dollars follow: 


2007 2006 
[MLGFESE OMIYIStHI PS svescsins acd seectonwods sycascvadharasarstansaapichonasds $ 4 
Reserve accounts held for benefit of 
SOCUTILZALION SNULISS: cisscozevessepssacernans sateen ssacsereneet $ 13 48 
Subordinated Certificates 0.0... 4 9 
TOTAL a esencoes Sotecsteamutcttoresguntenindaentie trecndh dedabeesstheasiesiveinndss $ 17 $ 98 


The total interests that continue to be held by the 
company, weighted-average life, weighted-average current key 
economic assumptions and the sensitivity analysis showing the 
hypothetical effects on these interests from immediate 10 percent 
and 20 percent adverse changes in those assumptions with dollars 
in millions were as follows: 


2007 2006 
Securitized retail notes sold 
Carrying amount/fair value of interests that continue 
to be held by the COMPANY .........ccccceeeseeseseeteseeeeees 177 $ 98 
Weighted-average life (in months) 9 11 
Prepayment speed assumption (annual rate)... 12% 16% 
Impact on fair value of 10% adverse change............+. $ * $ 2 
Impact on fair value of 20% adverse change ............. $ ~ Sf 38 
Expected credit losses (annual rate) ........ sce 80% 46% 
Impact on fair value of 10% adverse change.............. $ * $ 4 
Impact on fair value of 20% adverse change ............ $ ft £ 7 
Residual cash flows discount rate (annual)... cee 13% 11% 
Impact on fair value of 10% adverse change.............. $ 4 $ 19 
Impact on fair value of 20% adverse change ............. $ Jd $ 38 
* Impacts are less than $.1 million. 


These sensitivities are hypothetical changes in fair value 
and cannot be extrapolated because the relationship of the 
changes in assumption to the changes in fair value may not be 
linear. Also, the effect of a variation in a particular assumption 
is calculated without changing any other assumption, whereas 
changes in one factor may result in changes in another. 
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Accordingly, no assurance can be given that actual results would 
be consistent with the results of these estimates. 

Principal balances of owned, securitized retail notes 
sold and total managed retail notes; past due amounts; and 
credit losses (net of recoveries) as of and for the years ended 
October 31, in millions of dollars follow: 


Principal Principal 60 Days or Net Credit 
Outstanding More Past Due Losses 
2007 
OWNEG ettsssescasercrmcrncecoterss $ 13,652 $ 24 $ 24 
Securitized retail notes sold..... 107 1 1 
MANAG eG essscccsssvecsenivecenvianees $ 13,759 25 25 
2006 
OWE ka decaercaeaining canteens $ 11,888 $ 19 $ 1 
Securitized retail notes sold..... 898 6 2 
MANAGE stv ccsrcirsscesingoreraoosetes $ 12,786 25 $ 12 


13. OTHER RECEIVABLES 


Other receivables for continuing operations at October 31 
consisted of the following in millions of dollars: 


2007 2006 
$ 361 $ 224 
13 89 
222 135 
596 $ 448 


The credit operations’ receivables related to securitizations 
are equal to the present value of payments to be received for 
certain interests that continue to be held by the company and 
deposits made with other entities for recourse provisions under 
the retail note sales agreements (see Note 12). 


14. EQUIPMENT ON OPERATING LEASES 


Operating leases arise primarily from the leasing of John Deere 
equipment to retail customers. Initial lease terms generally range 
from 36 to 60 months. Net equipment on operating leases 
totaled $1,705 million and $1,494 million at October 31, 2007 
and 2006, respectively. The equipment is depreciated on a 
straight-line basis over the terms of the leases. The accumulated 
depreciation on this equipment was $520 million and $460 
million at October 31, 2007 and 2006, respectively. 

The corresponding depreciation expense was $297 million in 
2007, $269 million in 2006 and $237 million in 2005. 

Future payments to be received on operating leases totaled 
$779 million at October 31, 2007 and are scheduled as follows 
in millions of dollars: 2008 — $339, 2009 — $227, 2010 — $133, 
2011 — $63 and 2012 — $17. 


15. INVENTORIES 


Most inventories owned by Deere & Company and its 

United States equipment subsidiaries are valued at cost, on the 
“last-in, first-out” (LIFO) basis. Remaining inventories are 
generally valued at the lower of cost, on the “first-in, first-out” 
(FIFO) basis, or market. The value of gross inventories on the 
LIFO basis represented 58 percent and 60 percent of worldwide 


gross inventories at FIFO value on October 31, 2007 and 2006, 
respectively. If all inventories had been valued on a FIFO basis, 
estimated inventories by major classification at October 31 in 
millions of dollars would have been as follows: 


2007 2006 
Raw materials and SUPPIIOS.........ccsessesessesesteseeseeteseens $ 712 
WOFrK-IN-PFOCESS.......c.cceseesesseeseseseeseees 372 
Finished machines and parts 2,013 
TOtal: FIFO WANG: sevice raneeersncecctenctenccneramacenriencass 3,097 
Less adjustment to LIFO value 1,140 
INVGNTONES 5 sions ceniaconccorrevessatonivamemnanennamaates $ 1,957 


16. PROPERTY AND DEPRECIATION 


A summary of property and equipment for continuing operations 
at October 31 in millions of dollars follows: 


Useful Lives* 


(Years) 2007 2006 
Equipment Operations 
LALO warcsseinceeaavesdeameaauranasa tse $ 83 $ 83 
Buildings and building equipment........ 25 1,795 1,592 
Machinery and equipment..............0.. 10 3,305 3,088 
Dies, patterns, tools, @tC......ccececeee 7 920 931 
All OUNGM caasvieersy tussantirnigasaigeisarsdacaceeiaes 5 594 591 
Construction in PrOQreSS.......cceseseeee 245 231 
TOtaliat COSE:, cssssicnvedsvesvasessosnveandeonsa 6,992 6,516 
Less accumulated depreciation........... 4,271 4,102 
TOU: at stcsessltvenonevecssayaovatesvesstibvaes 2,721 2,414 
Financial Services 
LANG esasavnation sa cosine tavensnntaasneyconretioe 4 4 
Buildings and building equipment........ 29 40 39 
Machinery and equipment.............000 10 91 65 
AOU GT ser wnrnatrtsaceinas seas deneneeioaeenwets 6 34 36 
Construction in PrOQreSS..........ccceeee 691 245 
TOLAlaleCOSts uc ctcencoennsansonncereviae 860 389 
Less accumulated depreciation ........... 47 39 
TOtalastcarietoveetanersineparnien teen aa 813 350 
Property and equipment-net.......... $3,534 $2,764 


* Weighted-averages 


Leased property under capital leases amounting to 
$23 million and $15 million at October 31, 2007 and 2006, 
respectively, is included in property and equipment. 

Property and equipment is stated at cost less accumulated 
depreciation. Total property and equipment additions in 2007, 
2006 and 2005 for continuing operations were $1,064 million, 
$781 million and $523 million and depreciation was $402 
million, $379 million and $354 million, respectively. 
Capitalized interest was $31 million, $6 million and $2 million 
in the same periods, respectively. Financial Services property 
and equipment additions included above were $476 million, 
$292 million and $46 million in 2007, 2006 and 2005 and 
depreciation was $13 million, $8 million and $5 million, 
respectively. The increase in Financial Services additions in 
2007 and 2006 was primarily due to wind turbines related to 
investments in wind energy generation. 


of 


Capitalized software is stated at cost less accumulated 
amortization, and the estimated useful life is three years. 
The amounts of total capitalized software costs, including 
purchased and internally developed software, classified as 
“Other Assets” for continuing operations at October 31, 2007 
and 2006 were $345 million and $322 million, less accumulated 
amortization of $270 million and $258 million, respectively. 
Amortization of these software costs was $33 million in 2007, 
$32 million in 2006 and $35 million in 2005. 

The cost of compliance with foreseeable environmental 
requirements has been accrued and did not have a material effect 
on the company’s financial position or results of operations. 


17. GOODWILL AND OTHER INTANGIBLE ASSETS-NET 


The amounts of goodwill by operating segment were as follows 
in millions of dollars: 


2007 2006 
AGricuitural GQUIDMENecsivesarsenssnenernnemivererens $ 174 $ 180 
Commercial and consumer eQuIPMENt..........ccccceeeee 448 357 
Construction and fOreStry......cccesesceseesesteseeseseesessseseees 612 573 
GOOGWH 2 cvenscnrazenneinwon aun cata aks $1,234 $ 1,110 


The goodwill in the agricultural equipment segment 
decreased by approximately $23 million in 2007 due to an 
adjustment of the goodwill related to a 2006 acquisition and the 
recognition of identifiable intangible assets from the acquisition. 
The goodwill in the commercial and consumer equipment 
segment increased by $92 million in 2007 due to an acquisition 
(see Note 1). The remaining changes in goodwill were primarily 
due to fluctuations in foreign currency exchange rates. 

The components of other intangible assets are as follows 
in millions of dollars: 


Useful Lives* 


(Years) 2007 2006 
Amortized intangible assets: 
Customer lists and relationships............... 14 $. fe $F. 52 
Gross patents, licenses and other............. 18 74 ral 
NOLARAL-COSE .ccasiedeccncsapctsncestarsva sireensiice 152 63 
Less accumulated amortization ..........00 29 16 
TOU sssiiasaesnedchites aioscsetaltintvaendeenteraiens 123 47 
Unamortized intangible assets: 
TACOMARK iris tevatores weeesscvewyassnes 8 
Intangible asset related to minimum 
pension liability** occ 9 
Other intangible assets-net................ $ 131 $ 86 


* Weighted-averages 
** Before adoption of FASB Statement No. 158. 


Other intangible assets, excluding the intangible pension 
asset, are stated at cost less accumulated amortization. 
The amortization of other intangible assets in 2007, 2006 and 
2005 were $12 million, $11 million and $2 million, respectively. 
The estimated amortization expense for the next five years are 
as follows in millions of dollars: 2008 - $13, 2009 - $11, 
2010 - $11, 2011 - $10, and 2012 - $10. 


18. SHORT-TERM BORROWINGS 


Short-term borrowings at October 31 consisted of the following 
in millions of dollars: 


2007 2006 
Equipment Operations 
COMMECial PAPEL .....c.scescesecessesseestssteseestesessnesseeneeseens $ 34 $ 228 
Notes payable t0 DaNkS........s.sssssesssessesessssessseessssneesnsses 90 47 
Long-term borrowings due within one year ........ eee 6 if 
TOtAl i. isidiaxv een nacinitneabiniGRennewaiani 130 282 
Financial Services 
COmimenclal: DADGl: scisceisisntsissressenivrnederaiecmeiiieteni 2,803 2,352 
Notes: PaVablet0 BANKS iscsi cerssaseranwasnresnaxevenenian 77 13 
Notes payable related to securitizations (see below)....... 2,344 2,403 
Long-term borrowings due within one year uo... 4,615 3,071 
TLOLA cvasesnecicsercionccrgatcis tee cvomsenne uly spaeanezai trea nda enese 9,839 7,839 
$ 8121 


The notes payable related to securitizations for Financial 
Services are secured by restricted financing receivables (retail 
notes) on the balance sheet (see Note 12). Although these notes 
payable are classified as short-term since payment is required if 
the retail notes are liquidated early, the payment schedule for 
these borrowings of $2,344 million at October 31, 2007 based 
on the expected liquidation of the retail notes in millions of 
dollars is as follows: 2008 - $1,015, 2009 - $713, 2010 - $438, 
2011 - $156, 2012 - $22. 

The weighted-average interest rates on total short-term 
borrowings, excluding current maturities of long-term borrowings, 
at October 31, 2007 and 2006 were 5.1 percent in both years. 
All of the Financial Services’ short-term borrowings represent 
obligations of the credit subsidiaries. 

Lines of credit available from U.S. and foreign banks were 
$3,894 million at October 31, 2007. Some of these credit lines 
are available to both Deere & Company and John Deere Capital 
Corporation (Capital Corporation). At October 31, 2007, 
$904 million of these worldwide lines of credit were unused. 
For the purpose of computing the unused credit lines, 
commercial paper and short-term bank borrowings, excluding 
secured borrowings and the current portion of long-term 
borrowings, were considered to constitute utilization. 

Included in the above lines of credit was a long-term credit 
facility agreement for $3.75 billion, expiring in February 2012. 
The agreement is mutually extendable and the annual facility 
fee is not significant. The credit agreement requires the 
Capital Corporation to maintain its consolidated ratio of earnings 
to fixed charges at not less than 1.05 to 1 for each fiscal quarter 
and the ratio of senior debt, excluding securitization indebted- 
ness, to capital base (total subordinated debt and stockholder’s 
equity excluding accumulated other comprehensive income 
(loss)) at not more than 9.5 to 1 at the end of any fiscal quarter. 
The credit agreement also requires the Equipment Operations 
to maintain a ratio of total debt to total capital (total debt and 
stockholders’ equity excluding accumulated other comprehen- 
sive income (loss)) of 65 percent or less at the end of each fiscal 
quarter according to accounting principles generally accepted in 
the U.S. in effect at October 31, 2006. Under this provision, the 
company’s excess equity capacity and retained earnings balance 
free of restriction at October 31, 2007 was $6,661 million. 
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Alternatively under this provision, the Equipment Operations 
had the capacity to incur additional debt of $12,370 million 
at October 31, 2007. All of these requirements of the credit 
agreement have been met during the periods included in the 
financial statements. 

Deere & Company has an agreement with the Capital 
Corporation pursuant to which it has agreed to continue to own 
at least 51 percent of the voting shares of capital stock of the 
Capital Corporation and to maintain the Capital Corporation’s 
consolidated tangible net worth at not less than $50 million. 
This agreement also obligates Deere & Company to make income 
maintenance payments to the Capital Corporation such that its 
consolidated ratio of earnings to fixed charges is not less than 
1.05 to 1 for each fiscal quarter. Deere & Company’s obligations 
to make payments to the Capital Corporation under the 
agreement are independent of whether the Capital Corporation 
is in default on its indebtedness, obligations or other liabilities. 
Further, Deere & Company’s obligations under the agreement 
are not measured by the amount of the Capital Corporation’s 
indebtedness, obligations or other liabilities. Deere & Company’s 
obligations to make payments under this agreement are 
expressly stated not to be a guaranty of any specific indebtedness, 
obligation or liability of the Capital Corporation and are 
enforceable only by or in the name of the Capital Corporation. 
No payments were required under this agreement during the 
periods included in the financial statements. 


19. ACCOUNTS PAYABLE AND ACCRUED EXPENSES 


Accounts payable and accrued expenses at October 31 for 
continuing operations consisted of the following in millions 


of dollars: 


2007 2006 
Equipment Operations 
Accounts payable: 
TAME Pay Dl OS ies cexvecrsnneisiyerss Miccewvnovssadnearyresaeostagat $1,691 $1,246 
Dividends payable ... 110 89 
OUOR screzewencietenvinees 101 62 
Accrued expenses: 
Employee benefits 1,060 981 
Product warranties 549 507 
Dealer sales program CISCOUNTS v0.0... eeteteteees 390 378 
Dealer sales volume discounts 266 220 
717 632 
4,884 4115 
Financial Services 
Accounts payable: 
Deposits withheld from dealers and merchants.......... 192 194 
Tac cbeseictshoctcares tucouawoutanviecen sinisen davsnick ce paso 251 178 
Accrued expenses: 
UM@ArNET FEVENUC ........cccssesccessssesstssseessseeecteessaeeeenes 236 204 
Interest payable 140 129 
Employee Denefits ........cesecesessesesesctserseseseneereeeeees 73 69 
TION, sascniresave inden stitsondsasaut te otesuinsnbet ehes Foren nttaestats 32 29 
INOUE scuvesiearctecinesisisaisaesaver saw tpnenunsedveneaennteipnisiessuin'ets 924 803 
EVIUIG TIONS, textaiecortencemenceventstvinani tet oxatvarsere orate 450 435 
Accounts payable and accrued expenses............... $5,358 $4,483 


* Primarily trade receivable valuation accounts which are reclassified as accrued 
expenses by the Equipment Operations as a result of their trade receivables being 
sold to Financial Services. 


20. LONG-TERM BORROWINGS 


Long-term borrowings at October 31 consisted of the following 
in millions of dollars: 


2007 2006 
Equipment Operations** 
Notes and debentures: 
7.85% debentures due 2010... cece $ 306 $ 306 
6.95% notes due 2014: ($700 principal) 
Swapped to variable interest rates 
Of 6.1% — 2007, 6.4% — 2006 w.ceecccceeceeenens 743* 734* 
8.95% debentures GUC 2019... ceeeseeeeteseeeeeees 56 56 
8-1/2% debentures due 2022 voces 105 105 
6.55% debentures Cue 2028........cccccssreeesseereeeees 200 200 
8.10% debentures due 2030.0... cece 250 250 
TAZ %M NOLES GUE?ZOBT ssuisxisceccoaceverrentcorseedenres 300 300 
Other notes 13 18 
HOLA levscestinawintspiek nro mnctaremeseveaneneceses 1,973 1,969 
Financial Services** 
Notes and debentures: 
Medium-term notes due 2008 — 2017: 
(principal $6,842 - 2007, $5,820 - 2006) 
Average interest rates of 5.1% — 2007, 
A:B% = 2006 iss ssverssisavtinaercaavvnestaristascracenones 6,850* 5,805* 
3.90% notes due 2008: ($850 principal) 
Swapped $350 to variable interest rates 
OF OS 96= ZOD car ctnsnernninamcanarmmnnmieins 839* 
6% notes due 2009: ($300 principal) 
Swapped to variable interest rate 
OF, 696; ZOOG.. ssssisssverescxonesosinsivtarntaaconavonancnens 303* 304* 
7% notes due 2012: ($1,500 principal) 
Swapped $1,225 to variable interest rates 
Of 6.7% — 2007, 6.4% — 2006 ...eeeecccceceseseene 1,580* 1,570* 
5.10% debentures due 2013: ($650 principal) 
Swapped to variable interest rates 
Of 5.9% — 2007, 6.1% — 2006 ..ecccccceeseeneee 640* 626* 


Other notes 


* Includes fair value adjustments related to interest rate swaps. 
* All interest rates are as of year end. 


All of the Financial Services’ long-term borrowings 
represent obligations of the credit subsidiaries. 

The approximate principal amounts of the Equipment 
Operations’ long-term borrowings maturing in each of the 
next five years in millions of dollars are as follows: 2008 — $6, 
2009 — $9, 2010 — $312, 2011 — none and 2012 — none. 
The approximate principal amounts of the credit subsidiaries’ 
long-term borrowings maturing in each of the next five years in 
millions of dollars are as follows: 2008 — $4,619, 2009 — $3,899, 
2010 — $1,975, 2011 — $944 and 2012 — $1,881. 


21. LEASES 


At October 31, 2007, future minimum lease payments under 
capital leases amounted to $29 million as follows: 2008 — $3, 
2009 — $3, 2010 — $3, 2011 — $2, 2012 — $2 and later years $16. 
Total rental expense for operating leases was $126 million in 
2007, $118 million in 2006 and $111 million in 2005. 

At October 31, 2007, future minimum lease payments under 
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operating leases amounted to $358 million as follows: 
2008 — $100, 2009 — $73, 2010 — $47, 2011 — $32, 2012 — $26 
and later years $80. 


22. CONTINGENCIES AND COMMITMENTS 


The company generally determines its total warranty liability 
by applying historical claims rate experience to the estimated 
amount of equipment that has been sold and is still under 
warranty based on dealer inventories and retail sales. 
The historical claims rate is primarily determined by a review 
of five-year claims costs and current quality developments. 

A reconciliation of the changes in the warranty liability 
in millions of dollars follows: 


Warranty Liability 
2007 2006 


Beginning of year balance 
PAVMGNtS ine ascrvacunmeeninamecmnnioctnnd 
Accruals for warranties 


End of year balance 


$ 507 


The premiums for the Equipment Operations’ extended 
warranties are primarily recognized in income in proportion to 
the costs expected to be incurred over the contract period. 
These unamortized warranty premiums totaled $77 million and 
$45 million at October 31, 2007 and 2006, respectively. 

The company has certain recourse obligations on financing 
receivables that it has previously sold. If the receivables sold are 
not collected, the company would be required to cover those 
losses up to the amount of its recourse obligation. At October 
31, 2007, the maximum amount of exposure to losses under 
these agreements was $30 million. The estimated credit risk 
associated with sold receivables totaled $1 million at October 31, 
2007. This risk of loss is recognized primarily in the interests 
that continue to be held by the company and recorded on it’s 
balance sheet (see Note 12). The company may recover a 
portion of any required payments incurred under these agree- 
ments from the repossession of the equipment collateralizing the 
receivables. At October 31, 2007, the maximum remaining 
term of the receivables guaranteed was approximately three years. 

At October 31, 2007, the company had approximately 
$190 million of guarantees issued primarily to banks outside the 
USS. and Canada related to third-party receivables for the retail 
financing of John Deere equipment. The company may recover 
a portion of any required payments incurred under these 
agreements from repossession of the equipment collateralizing 
the receivables. At October 31, 2007, the company had accrued 
losses of approximately $6 million under these agreements. 

The maximum remaining term of the receivables guaranteed 
at October 31, 2007 was approximately eight years. 

The credit operations’ subsidiary, John Deere Risk 
Protection, Inc., offers crop insurance products through a 
managing general agency agreement (Agreement) with an 
insurance company (Insurance Carrier) rated “Excellent” by 
A.M. Best Company. As a managing general agent, John Deere 
Risk Protection, Inc. will receive commissions from the 
Insurance Carrier for selling crop insurance to producers. 

The credit operations have guaranteed certain obligations under 
the Agreement, including the obligation to pay the Insurance 


Carrier for any uncollected premiums. At October 31, 2007, the 
maximum exposure for uncollected premiums was approximately 
$57 million. Substantially all of the credit operations’ crop 
insurance risk under the Agreement has been mitigated by a 
syndicate of private reinsurance companies. The reinsurance 
companies are rated “Excellent” or higher by A.M. Best 
Company. In the event of a widespread catastrophic crop failure 
throughout the U.S. and the default of these highly rated private 
reinsurance companies on their reinsurance obligations, the 
credit operations would be required to reimburse the Insurance 
Carrier for exposure under the Agreement of approximately 
$489 million at October 31, 2007. The credit operations believe 
that the likelihood of the occurrence of events that give rise to 
the exposures under this Agreement is substantially remote and 
as a result, at October 31, 2007, the credit operation’s accrued 
liability under the Agreement was not material. 

At October 31, 2007, the company had commitments of 
approximately $379 million for the construction and acquisition 
of property and equipment. At October 31, 2007, the company 
also had pledged or restricted assets of $144 million, primarily as 
collateral for borrowings. Also, see Note 12 for restricted assets 
associated with borrowings related to securitizations. 

The company also had other miscellaneous contingent 
liabilities totaling approximately $55 million at October 31, 2007, 
for which it believes the probability for payment is remote. 

The company is subject to various unresolved legal actions 
which arise in the normal course of its business, the most 
prevalent of which relate to product liability (including asbestos 
related liability), retail credit, software licensing, patent and 
trademark matters. Although it is not possible to predict with 
certainty the outcome of these unresolved legal actions or the 
range of possible loss, the company believes these unresolved legal 
actions will not have a material effect on its financial statements. 


23, CAPITAL STOCK 


Changes in the common stock account in millions were 
as follows: 


Number of 

Shares Issued* Amount 

Balance at October 31, 2004......cccesesseeseeseees 536.4 $ 2,044 

Stock optlons7and Othel «. sessevvvrvavessesrewssersaczevae 38 

Balance at October 31, 2005.0... ccceceeeeseeeees 536.4 2,082 

Stock options and Other** ......cccsessesesesesseeeees 122 

Balance at October 31, 20067* oes 536.4 2,204 
Transfer from retained earnings for 

two-for-one StOCK Split... cceeeeeeeseerseees 268 

Stock Options ANd OLNEL cece eseseeeeesnenes 305 

Balance at October 31, 2007-...............cc008 536.4 $ 2,777 


* Adjusted for two-for-one stock split. 
** See Note 1 for reclassification. 


On November 14, 2007, the stockholders of the company 
approved a two-for-one stock split effected in the form of a 
100 percent stock dividend to stockholders of record on 
November 26, 2007, distributed on December 3, 2007. 
This stock split has been recorded as of October 31, 2007 by 
a transfer of $268 million from retained earnings to common 
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stock, representing a $1 par value for each additional share issued. 
The number of common shares the company is authorized to 
issue was also increased from 600 million to 1,200 million. 

The number of authorized preferred shares, none of which has 
been issued, remained at nine million. 

In May 2007, the board of directors authorized plans to 
repurchase up to 40 million (post stock split) additional shares of 
common stock. The new repurchase plan went into effect after 
the previous 52 million (post stock split) share repurchase plan, 
announced in November 2005, was completed in August 2007. 
Repurchases will be made at the company’s discretion in the 
open market. 

A reconciliation of basic and diluted income per share 
follows in millions, except per share amounts: 


: 2007 2006 2005 

Continuing Operations: 
TICOMIG Savensven gears aementemuennned $ 1,821.7 $1,453.2 $ 1,414.0 
Average shares outstanding* 449.3 466.8 486.6 
Basic income per share”...................... $ 405 $ 311 $ 2.90 
Average shares outstanding™........ccee 449.3 466.8 486.6 
Effect of dilutive stock options*............0. Si 4.8 6.3 

Total potential shares outstanding™....... 455.0 471.6 492.9 
Diluted income per share’................... $ 400 $ 308 $ 2.87 
Total Operations: 
NEE INCOME! scactivecvnssrotsadetaraeqnvivreceats $ 1,821.7 $1,693.8 $1,446.8 
Average shares outstanding™..........ccce 449.3 466.8 486.6 
Basic net income per share’............... $ 405 $ 363 $ 2.97 

Total potential shares outstanding”....... 455.0 471.6 492.9 
Diluted net income per share”............. $ 400 $ 359 $ 294 


* Adjusted for two-for-one stock split. 


All stock options outstanding were included in the 
computation during 2007, 2006 and 2005, except 18 thousand 
stock options in 2006 on a post stock split basis that had an 
antidilutive effect under the treasury stock method. 


24. STOCK OPTION AND RESTRICTED STOCK AWARDS 


In the first quarter of 2006, the company adopted FASB 
Statement No. 123 (revised 2004), Share-Based Payment, 
(see Note 1 for “Share-Based Compensation” for 2005 
information). 

The company issues stock options and restricted stock 
awards to key employees under plans approved by stockholders. 
Restricted stock is also issued to nonemployee directors for 
their services as directors under a plan approved by stockholders. 
Options are awarded with the exercise price equal to the market 
price and become exercisable in one to three years after grant. 
Options expire ten years after the date of grant. Restricted stock 
awards generally vest after three years. The company recognizes 
the compensation cost on these stock options and restricted 
stock awards either immediately if the employee is eligible to 
retire or on a straight-line basis over the vesting period for the 
entire award. According to these plans at October 31, 2007, 
the company is authorized to grant an additional 18.7 million 
shares related to stock options or restricted stock on a post stock 
split basis. 


The fair value of each option award was estimated on the 
date of grant using a binomial lattice option valuation model. 
Expected volatilities are based on implied volatilities from 
traded call options on the company’s stock. The expected 
volatilities are constructed from the following three components: 
the starting implied volatility of short-term call options traded 
within a few days of the valuation date; the predicted implied 
volatility of long-term call options; and the trend in implied 
volatilities over the span of the call options’ time to maturity. 
The company uses historical data to estimate option exercise 
behavior and employee termination within the valuation model. 
The expected term of options granted is derived from the 
output of the option valuation model and represents the period 
of time that options granted are expected to be outstanding. 
The risk-free rates utilized for periods throughout the contractual 
life of the options are based on U.S. Treasury security yields at 
the time of grant. 

The assumptions used for the binomial lattice model to 
determine the fair value of options follow: 


2007 2006 
Risk-free interest rate 0... cece 44% -5.0% 3.8% - 4.5% 
Expected dividends vis 2.0% 1.8% 
Expected Volatility.........cssssccsssssessceesesseess 26.2% - 28.8% 25.3% - 27.5% 
Weighted-average volatility... 26.3% 25.4% 
Expected term (in Years) .....cceseseseseeeeeees 6.7 - 7.6 6.9 - 7.7 


Stock option activity at October 31, 2007 and changes 
during 2007 in millions of dollars and shares except for share 
price follow: 


Remaining 
Contractual Aggregate 
Exercise Term Intrinsic 
Shares Price** _—(Years) Value 
Outstanding at beginning of 
VEAL weialasisnotetoatatassnrestien 26.4 $28.98 
GIANG” secwairneten meroreivn Be 48.38 
EXG(CISED  cacewnsptracenteacratctie (11.2) 27.40 
Expired or forfeited*.............. (1) 37.08 
Outstanding at end of year*.... 18.3 33.31 647 = $ 7224 
Exercisable at end of year"... 10.3 28.12 5.94 458.4 


* Adjusted for two-for-one stock split. 
* Weighted-averages 


The weighted-average grant-date fair values of options 
granted during 2007, 2006 and 2005 were $14.10, $10.10 and 
$9.99 on a post stock split basis, respectively. The total intrinsic 
values of options exercised during 2007, 2006 and 2005 were 
$320 million, $236 million and $102 million, respectively. 
During 2007, 2006 and 2005, cash received from stock option 
exercises was $286 million, $328 million and $154 million with 
tax benefits of $119 million, $87 million and $38 million, 
respectively, 
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The company’s nonvested restricted shares at October 31, 
2007 and changes during 2007 in millions of dollars and 
shares follow: 


Grant-Date 
Shares Fair Value** 
Nonvested at beginning of 
GAL cht seoctiruvcatssitynetctahenen ies cee ontegiatcorp aren 1.4 $ 33.45 
GHAMMG Oran siessssdqutiteconwecev auateneseotenranseasy 3 49.13 
WOSTOUM. 1. scarsasavsstessnggossrperrpessvctishesstivagrneabadshiatens (.5) 31.33 
Nonvested at end Of YOar™ ......ecccecsesesesesesesnsees 1.2 38.09 


* Adjusted for two-for-one stock split. 
** Weighted-averages 


During 2007 and 2006, the total share-based compensa- 
tion expense was $82 million and $91 million with an income 
tax benefit recognized in net income of $30 million and 
$34 million. At October 31, 2007, there was $28 million of 
total unrecognized compensation cost from share-based 
compensation arrangements granted under the plans, which is 
related to nonvested shares. This compensation is expected to 
be recognized over a weighted-average period of approximately 
2 years. The total fair values of stock options and restricted 
shares vested during 2007, 2006 and 2005 were $69 million, 
$63 million and $55 million, respectively. 

Prior to adoption of the new standard, the pro-forma 
disclosure used a straight-line amortization of the stock option 
and restricted stock expense over the vesting period according 
to the prior standard, FASB Statement No. 123, Accounting for 
Stock-Based Compensation, which included employees eligible 
to retire. Under the new standard, the awards granted after the 
adoption must be recognized in expense over the requisite 
service period, which is either immediate if the employee is 
eligible to retire, or over the vesting period if the employee 
is not eligible to retire. The amount of expense for awards 
granted prior to adoption of the new standard for employees 
eligible to retire that continued to be amortized over the 
nominal vesting period in 2007 and 2006 was approximately 
$12 million and $19 million pretax, $8 million and $12 million 
after-tax ($.02 per share and $.03 per share, basic and diluted), 
respectively. 

The company currently uses shares which have been 
repurchased through its stock repurchase programs to satisfy 
share option exercises. At October 31, 2007, the company 
had 96.8 million shares in treasury stock and 34.9 million 
shares remaining to be repurchased under its current publicly 
announced 40.0 million share repurchase program on a post 
stock split basis. 


25. EMPLOYEE INVESTMENT AND SAVINGS PLANS 


The company has defined contribution plans related to employee 
investment and savings plans primarily in the U.S. Company 
contributions and costs under these plans were $114 million in 
2007, $100 million in 2006 and $81 million in 2005. 


26. OTHER COMPREHENSIVE INCOME ITEMS 


Other comprehensive income items under FASB Statement 
No. 130, Reporting Comprehensive Income, are transactions 
recorded in stockholders’ equity during the year, excluding 
net income and transactions with stockholders. Following are 
the items included in other comprehensive income (loss) and 
the related tax effects in millions of dollars: 


Before Tax After 
Tax (Expense) Tax 
Amount Credit Amount 
2005 
Minimum pension liability adjustment ......... $ (86) $ 34 $ (52) 
Cumulative translation adjustment.............. 60 1 61 
Unrealized gain on derivatives: 
HECGING GAINS sssecssrwcscnctmeennrenrnsy: 6 (2) 4 
Reclassification of realized 
lOSS 10 NET INCOME .....sssscrseecsecsersees 14 (5) 9 
Net unrealized gain 20 (7) 13 
Unrealized holding loss and net loss 
ON INVESTIMONES” sisscesicvsaevevenanevveveorestveers (9) 3 (6) 
Total other comprehensive income (loss)... $ (15) $ 31 $ 16 


* Reclassification of realized gains or losses to net income were not material. 


2006 


Minimum pension liability adjustment......... $ 34 $ (13) $ 21 
Cumulative translation adjustment.............. 73 7 80 
Unrealized hedging gain and net gain 
OF: CEFIVALIVES® sicvsieshiassorecnaneneaiernecnestes 1 1 
Unrealized loss on investments: 
HOIMING JOSS rncnnssinimmmnewtennnads (5) 2 (3) 
Reclassification of realized 
IOSS tO NEt INCOME ......cceececceseserseeeees 4 (2) 2 
Net UnrealiZed OSS ......ccscsesesssesseneeees (1) (1) 
Total other comprehensive income (loss)... $ 106 $ (5) $ 101 
* Reclassification of realized gains or losses to net income were not material. 
2007 
Minimum pension liability adjustment......... $ 104 $ (38) $ 66 
Cumulative translation adjustment.............. 325 4 329 
Unrealized loss on derivatives: 
FICEGING|IOSS:...rsasseisesdesosvesvvsesteneernenesenes (16) 6 (10) 
Reclassification of realized gain 
TONEENCOMGrcsecovsas amrecetstrewarvenevents (6) (4) 
NEKUNIEAIIZED OSS sinisivcconmneisnceveinennts (22) (14) 
Unrealized loss on investments: 
HOIGING lOSS cscccasevevssisccrteedisssteresiiecenss (6) 2 (4) 
Reclassification of realized 
loSs to Net INCOME .......cccsssesseseesesees 4 (1) 3 
Net unrealized loss (2) 1 (1) 
Total other comprehensive income (loss)... $ 405 $ (25) $ 380 
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27. FINANCIAL INSTRUMENTS 


The fair values of financial instruments that do not approximate 
the carrying values in the financial statements at October 31 in 
millions of dollars follow: 


2007 2006 
Carrying Fair Carrying —‘ Fair 
Value Value Value Value 
Financing receivables .........c.ccccee $15,631 $15,474 $14,004 $13,799 


Restricted financing receivables....... $ 2,289 $ 2,284 $ 2,371 $ 2,348 
Short-term secured borrowings”....... $ 2,344 $ 2,356 $ 2,403 $ 2,402 
Long-term borrowings: 
Equipment Operations ............... $ 1,973 $ 2,172 $ 1,969 $ 2,197 
Financial Services... 9,825 9,897 9,615 9,678 
TOUAN: cea susaveiyssseeihoasenadeden des $11,798 $12,069 $11,584 $11,875 


* See Note 18. 


Fair Value Estimates 

Fair values of the long-term financing receivables with fixed rates 
were based on the discounted values of their related cash flows 
at current market interest rates. The fair values of the remaining 
financing receivables approximated the carrying amounts. 

Fair values of long-term borrowings and short-term secured 
borrowings with fixed rates were based on the discounted values 
of their related cash flows at current market interest rates. 
Certain long-term borrowings have been swapped to current 
variable interest rates. The carrying values of these long-term 
borrowings include adjustments related to fair value hedges. 


Derivatives 

All derivative instruments are recorded at fair values and 
classified as either other assets or accounts payable and accrued 
expenses on the balance sheet (see Note 1). 


Interest Rate Swaps 
The company enters into interest rate swap agreements primarily 
to more closely match the fixed or floating interest rates of the 
credit operations’ borrowings to those of the assets being funded. 
For transactions not designated as hedges under FASB Statement 
No. 133, the fair value gains or losses from these interest rate 
swaps are recognized currently in interest expense, generally 
offsetting the interest expense on the exposures being hedged. 
Certain interest rate swaps were designated as hedges 
of future cash flows from variable interest rate borrowings. 
The effective portion of the fair value gains or losses on these 
cash flow hedges are recorded in other comprehensive income 
and subsequently reclassified into interest expense as payments are 
accrued and the swaps approach maturity. These amounts offset 
the effects of interest rate changes on the related borrowings. 
Gains or losses in other comprehensive income related to cash 
flow hedges that have been discontinued are amortized to 
interest expense over the remaining duration of the original 
forecasted transaction that will still occur. The total amount of 
gain recorded in other comprehensive income at October 31, 
2007 that is expected to be reclassified to interest expense in 
the next twelve months if interest rates remain unchanged 1s 
approximately $2 million after-tax. These swaps mature in up 
to forty-one months. 


Certain interest rate swaps were designated as fair value 
hedges of fixed-rate, long-term borrowings. The effective 
portions of the fair value gains or losses on these swaps were 
offset by fair value adjustments in the underlying borrowings. 

Any ineffective portions of the gains or losses on all cash 
flow and fair value interest rate swaps designated as hedges were 
recognized currently in interest expense and were not material. 
There were no gains or losses reclassified from unrealized in 
other comprehensive income to realized in earnings as a result 
of the discontinuance of cash flow hedges because it is probable 
that the original forecasted transaction will not occur. There were 
no components of cash flow or fair value hedges that were 
excluded from the assessment of effectiveness. 

The company has certain interest rate swap agreements 
that are not designated as hedges under FASB Statement No. 133, 
Accounting for Derivative Instruments and Hedging Activities, 
and the fair value gains or losses are recognized currently in 
interest expense. These swaps are used to facilitate certain 
borrowings. 

The cash flows from all interest rate swaps are related to 
managing interest rate exposures and are recorded in operating 
activities in the consolidated statement of cash flows. 


Foreign Exchange Forward Contracts, Swaps and Options 

The company has entered into foreign exchange forward 
contracts, swaps and options in order to manage the currency 
exposure of certain receivables, liabilities and expected 
inventory purchases. For transactions not designated as hedges 
under FASB Statement No. 133, the fair value gains or losses 
from these foreign currency derivatives are recognized currently 
in cost of sales or other operating expenses, generally offsetting 
the foreign exchange gains or losses on the exposures being 
managed. 

The company has designated certain foreign exchange 
forward contracts as cash flow hedges of expected inventory 
purchases. The effective portions of the fair value gains or losses 
on these cash flow hedges are recorded in other comprehensive 
income and subsequently reclassified into cost of sales as the 
inventory costs are recognized in cost of sales. These amounts 
offset the effect of the changes in foreign exchange rates on the 
related inventory purchases. The amount of the gain recorded 
in other comprehensive income that is expected to be reclassified 
to cost of sales in the next twelve months is approximately 
$.1 million after-tax. These contracts mature in up to six months. 

Any ineffective portions of the gains or losses on all cash 
flow and fair value foreign exchange contracts and swaps 
designated as hedges were recognized currently in earnings and 
were not material. There were no gains or losses reclassified 
from unrealized in other comprehensive income to realized in 
earnings as a result of the discontinuance of cash flow hedges 
because it is probable that the original forecasted transaction 
will not occur. There were no components of cash flow or fair 
value hedges that were excluded from the assessment of 
effectiveness. 

The cash flows from foreign exchange forward contracts, 
swaps and options are related to purchases of inventory and sales 
of equipment and are recorded in operating activities in the 
consolidated statement of cash flows. 
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28. SEGMENT AND GEOGRAPHIC AREA DATA FOR THE YEARS 
ENDED OCTOBER 31, 2007, 2006 AND 2005 


The company’s operations are organized and reported in four 
major business segments described as follows: 

The agricultural equipment segment manufactures and 
distributes a full line of farm equipment and related service parts 
~— including tractors; combine, cotton and sugarcane harvesters; 
tillage, seeding and soil preparation machinery; sprayers; hay and 
forage equipment; integrated agricultural management systems 
technology; and precision agricultural irrigation equipment. 

The commercial and consumer equipment segment 
manufactures and distributes equipment, products and service 
parts for commercial and residential uses — including tractors 
for lawn, garden, commercial and utility purposes; mowing 
equipment, including walk-behind mowers; golf course 
equipment; utility vehicles; landscape and nursery products; 
irrigation equipment; and other outdoor power products. 

The construction and forestry segment manufactures, 
distributes to dealers and sells at retail a broad range of machines 
and service parts used in construction, earthmoving, material 
handling and timber harvesting — including backhoe loaders; 
crawler dozers and loaders; four-wheel-drive loaders; 
excavators; motor graders; articulated dump trucks; landscape 
loaders; skid-steer loaders; and log skidders, feller bunchers, log 
loaders, log forwarders, log harvesters and related attachments. 

The products and services produced by the segments 
above are marketed primarily through independent retail dealer 
networks and major retail outlets. 

The credit segment primarily finances sales and leases by 
John Deere dealers of new and used agricultural, commercial 
and consumer, and construction and forestry equipment. 

In addition, it provides wholesale financing to dealers of the 
foregoing equipment, provides operating loans, finances retail 
revolving charge accounts, offers certain crop risk mitigation 
products and invests in wind energy generation. 

The company’s tractors and implements segment and 
the harvesting equipment segment have been aggregated in the 
agricultural equipment segment described above since they have 
similar economic characteristics as well as similar products and 
services, production processes, types of customers and methods 
used for distribution of their products. 

Certain operations do not meet the materiality threshold 
of FASB Statement No. 131, Disclosures about Segments of 
an Enterprise and Related Information, and have been grouped 
together as “Other.” Due to the sale of the health care 
operations in 2006 (see Note 2), the health care operations 
were reclassified from “Other” to discontinued operations for 
all years presented. Applicable segment information as follows 
has been revised for this reclassification. The remaining 
“Other” information consists of certain miscellaneous service 
operations that do not meet the materiality threshold. 

Because of integrated manufacturing operations and 
common administrative and marketing support, a substantial 
number of allocations must be made to determine operating 
segment and geographic area data. Intersegment sales and 
revenues represent sales of components and finance charges, 
which are generally based on market prices. 


EEE 


Information relating to operations by operating segment 
in millions of dollars follows. In addition to the following 
unaffiliated sales and revenues by segment, intersegment sales 
and revenues in 2007, 2006 and 2005 were as follows: 
agricultural equipment net sales of $104 million, $138 million 
and $105 million, construction and forestry net sales of 
$9 million, $10 million and $13 million, and credit revenues 
of $276 million, $216 million and $237 million, respectively. 


OPERATING SEGMENTS 2007 2006 2005 


Net sales and revenues 
Unaffiliated customers: 


Agricultural equipment net sales ............ $12,121 $10,232 $10,567 
Commercial and consumer equipment 
HEUSAlCSiicoctscivatenterstareetrmaeriedanirs 4,333 3,877 3,605 
Construction and forestry 
MELSAIES 5 sivscarwscecovawnrsraginrdd deesdobcones 5085. 5/75 5/229 
TOtal Het Sales isisconarieveorerecesveosareey 21,489 19,884 19,401 
Credit revenues 2,094 1,819 1,450 
Other reVENUCS™ .........sesccesssessesseseererseessees 499 445 340 
TOLD aveeannivans sunncvspucesnacregeosnpieteanseoncetey $24,082 $22,148 $21,191 


* Other revenues are primarily the Equipment Operations’ revenues for finance 
and interest income, and other income as disclosed in Note 30, net of certain 
intercompany eliminations, 


Operating profit 
Agricultural @QUuIDMENT.........cccceeeeeeees $ 1,443 $ 882 $ 970 
Commercial and consumer equipment........ 304 221 183 
Construction and fOreStry.....ccceeeceeeeee 571 802 689 
CHOI a deiccervestanndatrenanmennesignercpenenntie 548 520 491 
COUNTED vs cxsustsiessicvsravexeneaiiateeseast dontunedctnvcees deen 5 1 

Total operating PrOfiticccssccrcscrccervecevssssere Z 87 2,426 = 2,333 
Interest INCOME... eee 103 75 103 
Investment income 75 83 25 
INtereSt EXPENSE... ssssersseccerceserenensesenes (181) (193) (211) 
Foreign exchange gain (loss) from 

equipment operations’ financing 

GICTIVILIOS, casa sed nesvencadiuds dapavateigaaasnaacaavys 3 12 (7) 
Corporate Expenses — Meta... (166) (208) (130) 
[ACOMGTAXCS). i sunrsidwsuivas sar circunereraeciases (883) (742) (699) 

TOtaliesstasrevssvsvnrsmoncustietsrmcvgntucartisaentess (1,049) (973) — (919) 
Income from continuing operations............. 1,822 1,453 1,414 
Income from discontinued operations ......... 241 33 
NOLINCOMG: viscccsscsissssecscisian covetsminaconenes $ 1,822 $1,694 $ 1,447 


* Operating profit of the credit business segment includes the effect of its interest 
expense and foreign exchange gains or losses. 


Interest income* 
Agricultural equipMent........ccceeceeseeeees $ 10 $ 7 $ 6 
Commercial and consumer equipment........ 6 6 5 
Construction and forestry 4 4 4 
CBOE roksnicasrsiaseontersers 1,758 1,570 1,241 
CORD OPALE a cccssasceneearoesiacimseennnmeagrarescairs 103 75 103 
[NterCOniPany se. cscinsaaeccnmisineestin (293) (295) (281) 
TOTAL: rstssanncbeanaastncensntangonraresconettaneness $ 1,588 $1,367 $ 1,078 


* Does not include finance rental income for equipment on operating leases. 


** Includes interest income from Equipment Operations for financing trade receivables. 


(continued) 


OPERATING SEGMENTS 2007 2006 2005 
Interest expense 
Agricultural equipment” ..........c.ccesceecceee $ 152 $ 142 $ 138 
Commercial and consumer equipment”...... 56 57 52 
Construction and fOrestry™ vo... cee 39 44 34 
iSO cicuslegwcccwswesevanlyvatecceseancenayesianssheilt 1,017 876 607 
Corporate 181 193 211 
INCERCOMPANY” isis aemcnsrerarsensiowdmrmirs (294) (295) (281) 
TORE ss sass secevsitvpvoncebidaa bother ea ads tebe saeateand $ 1151 $1,017 $ 761 


* Includes interest compensation to credit operations for financing trade receivables. 


Depreciation* and amortization 


expense 
Agricultural equipment..........cccseceseeereees $ 274 $ 255 $ 236 
Commercial and consumer equipment........ 80 82 fo 
Construction and fOrestry.....cccccseeeeeees 70 66 
OF (210 | ae nee 284 250 
Discontinued operations.... 9 
NOt aly. adctescacascesregtene revaenaweniariad $ 691 $ 636 
* Includes depreciation for equipment on operating leases. 
Equity in income (loss) of 
unconsolidated affiliates 
Agricultural @quipment.......cccccceseeereees $ 12 $ 10 $ 8 
Commercial and consumer equipment........ 1 1 (1) 
Construction and fOreStry......ccccceeeeeeeen 16 10 (2) 
GrE Ul bareshainnviemnegeaeiacens tote ceeasevtand cca: 1 
GOLA Nes )svsssicasziconiesatabinlobaws atsavavas avec injntas $ 629 $ 21 $F 6 
Identifiable operating assets 
Agricultural equipment..........ccccsceeesceeee $ 4,227 $3,342 $3,383 
Commercial and consumer equipment........ 1,689 1,383 1,460 
Construction and forestry 2,334 2,386 2,078 
ChE Gl becrsaissccarpotedteaveds 23,518 21,316 19,057 
UG ress sicasconssazons abodes etsonan aaetacseateabany 193 157 17 
CONDOS cassia ceamaavensaacnrvinnnnets 6,615 6136 7,291 
Discontinued OperatiOnS..........cccccececceeees 351 
DOLAN S czas saise cusciagigaaseedand eacodnanstacatetinstiss $38,576 $34,720 $33,637 


* Corporate assets are primarily the Equipment Operations’ retirement benefits, 
deferred income tax assets, marketable securities and cash and cash equivalents 
as disclosed in Note 30, net of certain intercompany eliminations. 


Capital additions 
Agricultural equipment.........c.cscseereeeee $ 386 $ 354 $ 333 
Commercial and consumer equipment........ 85 43 67 
Construction and fOreStry..... cece 118 92 77 
GEG xscasrsiccreaects aun venvaicidinhencrmcnrenras 475 292 46 
Discontinued OperatiOnS..........cceceeecceees 1 
WOUA, sarencscg evap tuarteath ten astieysevarngssudvtesuasts $ 1,064 $ 781 $ 524 
Investment in unconsolidated affiliates 
Agricultural equipment..........cccccccceeeeeee $ 36 $ 31$ 20 
Commercial and consumer equipment........ 5 4 3 
Construction and fOreStry..... cece 104 84 80 
81 (cla || eee ere ree Mere ere rer Te TaN 5 5 4 
OVAL s cacnstcyixssantacentstat& opipsideap Mang cues tees $ 150 $ 124 $ 107 


a ememeememememmmmmmmemmmmmmmmemmmmmemememmemmemmmmmmmmesssssmmmee=ssemeesemeeeeeeee see eee 


The company views and has historically disclosed its Quarterly information with respect to net sales and 
Operations as consisting of two geographic areas, the U.S. and revenues and earnings is shown in the following schedule. Such 
Canada, and outside the U.S. and Canada, shown below in information is shown in millions of dollars except for per share 
millions of dollars. No individual foreign country’s net sales amounts. 
and revenues were material for disclosure purposes. First Second Third Fourth 
GEOGRAPHIC AREAS 2007 2006 2005 Quarter Quarter Quarter Quarter 
Net sales and revenues 2007 
Unaffiliated customers: Net sales and revenues.............000. $4,425 $6882 $6,634 $6,141 

U.S. and Canada: Net sales.. Mbvencaneicnimansramaate 3,815 6,266 5,985 5,423 
Equipment Operations Gross profit ceseenneennenensennes se 865 1,560 1,442 1,369 
Net SaleS (B9%)" .avsssstsssetsesee $13,829 $13,851 $ 13,511 ‘Income from continuing operations 
Financial Services revenues (83%)"..._ 1,925 1,655 1,251 rite REE RES sun = oe ae i 
See ee Ct INCOME.....ceccescescessesessecseessen 
MQUAl seein tennmnsutecttesinicdeaavehe ates 15,754 15,506 14,762 Income per share from 
Outside U.S. and Canada: continuing operations — basic’. 53 1.38 1.20 96 
Equipment Operations net sales......... 7,660 6,033 5,890 Net income per share — basic’...... 53 1.38 1.20 96 
Financial Services revenueS............... 234 216 200 Income per share from 
SV OLG ea secrayaissseornasseenserstreesncavaneiese 7,894 6,249 6,090 continuing operations — diluted”. 52 1.36 1.18 94 
Net income per share — diluted”... 52 1.36 1.18 94 
OTNEr FEVENUECS.........cscsesesesssessesssessseeveens 434 393 339 
vce Dividends declared per share”... 22 92 22 25 
TOtAN ssssessesseensernsennennanssenssnnsnssessiny $24,082 $ 22,148 $ 21,191 Dividends paid per share” ........ 19% 22 22 82 
* The percentages indicate the approximate proportion of each amount that relates to 2006** 
the U.S. only and are based upon a three-year average for 2007, 2006 and 2005. Net sales and revenues................. $4,202 $6,562 $6,267 $5117 
Operating arati GELB wn ninninisentarinn 3691 6,029 5677 4,487 
U.S. and Canada: GIOSS#DLOTIE vis cseissieetissvsvnsenntesvcrtay 795 1,486 = 1,279 962 
Equipment Operations .....:s eee $ 1,539 $ 1,445 $ 1,298 _—_ncome from continuing operations 
Financial Services 486 470 434 before income taxes 340 785 681 368 


NGRINGONTIG  accarsiserosurearettivocotonvesers 236 745 436 2/7 


TOLL sessessesrsststsatnenetcetnein 2,025 1,915 1,729 Income per share from 
Outside U.S. and Canada: continuing operations — basic*.. AT 1.10 93 61 
Equipment Operations ........cseseees 779 460 544 Net income per share — basic’*...... 50 1.58 93 61 
Financial Services ......c.cccececceeeeees 67 51 60 Income per share from 
TORE coterie Sarctesttarrcesae tes teetat inate 846 511 604 continuing operations — diluted* .. 47 1.08 92 .60 
Net income per share — diluted”... 49 1,56 92 60 
Tin sciansciosenanins nests meen SEE REE diidenis decinad heresace san, 19h 9b 19% 19% 
Dividends paid per share” ............. 15th 19th AW9th = 19% 


i n 
Property and cxjaltanant Net income per share for each quarter must be computed independently. As a result, 


US. srsssesssennseennsennsennsinnetinsennseninsn $ 2,283 $ 1,730 $ 1,413 their sum may not equal the total net income per share for the year. 


Germany 381 320 284 Soest ; 
Adjusted for two-for-one stock split. 
Other countries 870 714 647 * A secon a 3, : _ 


WOU casssesceeseasosnpin concrenningevvees grape $ 3,534 $ 2,764 $ 2,344 


Dividend and Other Events 
A quarterly dividend of $.25 per share on a post stock split 


29. SUPPLEMENTAL INFORMATION (UNAUDITED basis was declared at the board of directors meeting on 


Common stock per share sales prices from New York Stock November 29, 2007, payable on February 1, 2008 to stock- 
Exchange composite transactions quotations follow: holders of record on December 31, 2007. 
First Second Third Fourth In December 2007, the company’s credit operations issued 
Quarter Quarter Quarter Quarter $500 million of 4.95% medium-term notes due in 2012 and 
2007 Market price* entered into interest rate swaps related to these notes, which 


$50.70 $58.25 $66.98 $ 78.65 swapped the fixed rate to a variable rate of 5.58% as of 
$ 41.63 $49.00 $53.76 $56.96 December 13, 2007. 


$ 36.30 $4450 $45.99 $ 45.24 
$ 30.20 $34.91 $34.90 $ 33.45 


* Adjusted for two-for-one stock split. 


At October 31, 2007, there were 27,631 holders of record 
of the company’s $1 par value common stock. 
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30. SUPPLEMENTAL CONSOLIDATING DATA 


INCOME STATEMENT 
For the Years Ended October 31, 2007, 2006 and 2005 
(In millions of dollars) 
EQUIPMENT OPERATIONS* FINANCIAL SERVICES 
2007 2006 2005 2007 2006 2005 


Net Sales and Revenues 


NOE SACS iss cis ssssscssverrssiinesceses $21,489.1 $19,884.0 $ 19,401.4 


Finance and interest income ... 123.4 92.2 118.8 $ 2,225.2 $1,980.38 $ 1,601.5 
OTTO RINGOME:.sacccescanass cranansdendsonasiiveacsmncnoiweare athena ae 403.7 383.9 308.1 214.3 163.6 86.1 

“LOLA tescesevnirciv canvass aronewehoneciregssuan y aeeuatacssasaeeraaitealtenncaoacetedis 22,016.2 20,360.1 19,828.3 2,439.5 2,143.9 1,687.6 
Costs and Expenses 
GOSTOF SEAS: any sssrrsureratecasoaciadenataonshatareapavtreaatinnna ian CaGe: 16,254.0 15,362.0 15,179.3 
Research and development EXPeNSeS .........cccceeeeeteneeeeeeeeees 816.8 725.8 677.3 
Selling, administrative and general EXPENSES .......... cesses 2,237.0 1,942.1 1,766.8 390.8 384.3 322.3 
RGFEST EX DCMS vnc ceccsvevensersenseerseasvencasnaiererenes 181.2 193.4 211.3 1,017.3 876.1 607.3 
Interest compensation to Financial SerVic@S.......cccceceeeteeeneeees 246.4 243.7 223.1 
Other operating expenses 157.8 239.9 146.4 478.8 362.9 275.6 

LOCAL res Seeneancrtanir. 19,893.2 18,706.9 18,204.2 1,886.9 1,623.3 1,205.2 
Income of Consolidated Group before 

INCOME TAX€S! 8c... ..cussccinertsionair anemia 2,123.0 1,653.2 1,624.1 552.6 520.6 482.4 
PROVISION TOF INGCOMEAAXES s ccicannnsccenienrarmvecenerniam 693.8 564.4 527.7 189.3 177.3 170.8 
Income of Consolidated Group 1,429.2 1,088.8 1,096.4 363.3 343.3 311.6 
Equity in Income of Unconsolidated 

Subsidiaries and Affiliates 

COU ts aisoeconctor siventteronrtuniisreatineteniae atiemedaniamarpatss 360.8 342.8 317.4 4 4 6 

OLE iats arto saceconaanerenad naire ermmnneranieidicenenninecnmnatons 31.7 21.6 2 

LOLA sce asvesssoarecsess suaygstarterwapneedvoerieresviveniacencagetnrecansiienesiies 392.5 364.4 317.6 A 4 6 

Income from Continuing Operations «0.0.0.0... ee 1,821.7 1,453.2 1,414.0 363.7 343.7 312.2 
Income from Discontinued Operations .............0.....cce 240.6 32.8 240.6 32.8 
Net INCOM 's.:iscsssssvsscaresrivenasnarcimnvenntimainnnnneisssereneniens $ 18217 $ 16938 $ 1,446.8 $ 363.7 $ 5843 $ 3450 


aa 


* Deere & Company with Financial Services on the equity basis except for the health care operations reported on a discontinued basis. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in 
Note 1 to the consolidated financial statements. The consolidated group data in the “Equipment Operations” income statement reflect the results of the 
agricultural equipment, commercial and consumer equipment and construction and forestry operations. The supplemental “Financial Services” data 
represent primarily Deere & Company's credit operations with the health care operations reported on a discontinued basis. Transactions between the 
“Equipment Operations” and “Financial Services” have been eliminated to arrive at the consolidated financial statements. 
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30. SUPPLEMENTAL CONSOLIDATING DATA (continued) 


BALANCE SHEET 
As of October 31, 2007 and 2006 
(In millions of dollars except per share amounts) 


EQUIPMENT OPERATIONS* 
2007 2006 

ASSETS 
CASHAre CASH: OOUIVAIE MS: cacccsessnsacovesveseccusav i saseiesvaduetscastosdesoesacazaiavasesemennsvonens> $ 2,019.6 $ 1,476.7 
Marketable SeCueitless ncssssdvsaastst elu nectaschva gine deriataad aed atrenen nbacameried 1,468.2 1,709.0 
Receivables from unconsolidated subsidiaries and affiliates 437.0 494.2 
Trade accounts and notes receivable - net 1,028.8 986.7 
Financing receivables - net... 11.0 5.3 
Restricted financing receivables - net 
Other receivables .......cccceeesesceesreeees 524.0 317.9 
Equipment on operating leases - net 
FIVER Sersantiasastuesmatausssch cuts sasiea uasuoasedsaesih cnccuanen sienavan, sovertucdeseaupacteeonstseeaibans 2,337.3 1,957.3 
Property and equipment - net 2,721.4 2,414.0 
Investments in unconsolidated subsidiaries and affiliates. ........c.cccceceeeseses essen 2,643.4 2,665.3 
OOO W Ill dcturcenrsorasanonabvancrave ghiecoe ence vovlacax contest cetanen minaret AIA 1,234.3 1,110.0 
Other intangible assets - net 131.0 56.4 
Retirement benefits .....cccccceeeeeeereeee 1,967.6 2,630.3 
Deferred income taxes... 1,418.5 681.5 
OUTER BESEtS s/o svnescessinrsiaanediataircrn tuoi dehsantaedstiasmmncnleasn rn aGiens 347.6 306.1 
WOCAUASSOES scx cisiataccciuncintvercntaysivinveven gayedtentroesnni teeter aie paaetumremira cones $ 18,289.7 $ 16,810.7 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
LIABILITIES 
SHORES DOETOWINGS:.. .speisnosveessncessiusssoevensnidinensaeessiovaseasiinddscnocyasardseestutuasnctunnatta $ 129.8 $ = 282.5 
Payables to unconsolidated subsidiaries and affiliates .... 136.5 31.0 
Accounts payable and accrued @Xpense..........scseseeee 4,884.4 4115.2 
CCHUGC TAXES ast, scesecase se docarneaceninideaise ive tuwsnatatens caucd  tassealeand sasaneasmeiobetierarusrens 242.4 137.9 
Deferred income taxes 99.8 16.8 
Long-term borrowings 1,973.2 1,969.5 
Retirement benefits and other liabilities .......c.cceccccsesescscssscesesesssesesesvsvstsveeseseseees 3,667.8 2,/66.6 

TOtEI ADIOS arctan ees sevilaaete wrmnus dwanec teas eeanlhemctiviearonpyciedauastirier 11,133.9 9,319.5 
STOCKHOLDERS’ EQUITY 
Common stock, $1 par value (authorized — 1,200,000,000** shares; 

issued — 536,431,204** shares in 2007 and 2006), 

AUSEALSO WAI G: con snseatina igvaressasdsdnasesapaaevadionsosgpatexcnsdeasseedbavvertsecitacttaestancaincesins 2,777.0 2,203.5 
Common stock in treasury, 96,795,090** shares in 2007 

and 81,965,080** shares in 2006, at COSt.........essssessesesssssssssssssessessssseessneass (4,015.4) (2,673.4) 
Retained earnings 9,031.7 7,886.8 

TOLAL si scarsresasecosceescvtesasresantremntccaben minveete anamuuraerennetnb an basen icant 7,793.3 7,416.9 
Retirement beriefits AdjUStMeNt ica sssvcsescvavesensesepsnvecdeescoveseodesenceeasraiesenstaarenaanyartes (1,113.1) 
Minimum pension liability adjustment (87.6) 
Cumulative translation AdjuStMent..........cccccsessesteseeesteseeseseenesteesessseeneneeeseenees 479.4 150.3 
Unrealized gain (lOSS) ON CeriVatiVeS oc eccceeseeseeteteeseensereensenesesnseeeseeeeeereeees (7.6) 6.8 
Warealized Gain G IVESTMENLS vince caecereveuiveteessevecturiventsrencdest svaaotesteancanrancccstets 3.8 48 

Accumulated other comprehensive inCOME (IOSS).........ccesseesseeseeeeesteneeesteneey (637.5) 74.3 

Total 'StOGKHOIGEIS” CGUILV sisvecnnsciroeeiaraterluasiansunaienieen se seiannietes 7,155.8 7,491.2 
Total Liabilities and Stockholders’ Equity ....0..0..0....cccccccccceceeseesteetesteeteenes $ 18,2897 $ 16,8107 


FINANCIAL SERVICES 

2007 2006 
$ 2591 $ 2108 
155.1 1077 
2 1 
2,475.9 2,485.6 
15,620.2 13,998.7 
2,289.0 2,370.8 
74,2 130.4 
1,705.3 1,493.9 
812.6 349.6 
51 4.6 
9.0 121 
46.1 10.6 
259.3 298.3 


$ 9,839.7 $ 7,838.6 


407.4 472.2 
924.2 803.1 
33.7 14.6 
148.8 158.0 
9,825.0 9,614.5 
331 26.3 
21,211.9 18,927.3 
1122.4 1,014.1 
1,228.8 1,453.2 
2,351.2 2,467.3 
153.6 65.2 
(77) 87 

24 AT 
148.0 78.6 
2,499.2 2,545.9 
$ 23,7111 $ 21,473.2 


* Deere & Company with Financial Services on the equity basis except for the health care operations reported on a discontinued basis. 


** Adjusted for two-for-one stock split effective November 26, 2007. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect the basis of consolidation described in 
Note 1 to the consolidated financial statements. The supplemental “Financial Services” data represent primarily Deere & Company's credit operations. 
Transactions between the “Equipment Operations” and “Financial Services” have been eliminated to arrive at the consolidated financial statements. 
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30. SUPPLEMENTAL CONSOLIDATING DATA (continued) 


STATEMENT OF CASH FLOWS 
For the Years Ended October 31, 2007, 2006 and 2005 
(In millions of dollars) 
EQUIPMENT OPERATIONS* FINANCIAL SERVICES 
2007 2006 2005 2007 2006 2005 


Cash Flows from Operating Activities 
NGUINCOMPs cpresictverarsanincrsnasscciredesinvin sisertusrnvanvectsiossovnaccciasetiens $ 1,821.7 $ 1,693.8 $ 1,446.8 $ 3637 $ 5843 $ 345.0 
Adjustments to reconcile net income to net cash 

provided by operating activities: 


Provision for doubtful receivables ........c cesses 75 14.6 13.2 63.5 51.4 12.9 
Provision for depreciation and AMOTTIZATION........ccceeeeseseseees 429.2 406.8 3774 374.6 820:2 297.9 
Gain on the sale Of a DUSINGSS 0.0... seeetseeteesesesesesssesnees (356.0) (356.0) 
Undistributed earnings of unconsolidated subsidiaries 
ANG ATINNALCS syasscvsay sere tavwins saaanzacesavenspeotnbeaatanvencersewedniess 207.7 (273.7) (181.8) (.3) (.3) (.6) 
Provision (credit) for deferred INCOME TAXES... seeseeeseseseees 39.1 19.1 (40.2) (43.3) (3.4) (9.1) 
Changes in assets and liabilities: 
RE COIWADIGS sisiaisssiiessneiaadeononchbcasyanneathonssasdataanedieaniasavstivease (38.8) (108.4) 16.7 (17.0) (20.6) (4.3) 
INVONLONIES Hisnsscnnecnnters dace iranemamannumeannee, (87.9) 211.8 (68.5) 
Accounts payable and accrued @XPeNSeS ........eeeeeeeeeeees 329.8 83.8 295.6 104.0 128.7 78.5 
Accrued income taxes payable/receivable ..........ccseeeen (5.1) 454 143.3 15.6 (15.4) 6.5 
Retirement benefit accruals/prepaid pension costs............. (172.1) (395.1) (313.7) 9.0 (4.9) ee 
OTC iiaistec ais csairaphatnncier vivtheteendactib yaundwtasvarnseianaataamnccaroe 157.6 (30.5) (27.4) (18.8) 105.2 (143.1) 
Net cash provided by operating activities... ee 2,688.7 1,311.3 1,661.4 851.0 792.2 585.4 
Cash Flows from Investing Activities 
Collections Of reC@iVADIES..........cccccccsesscesecsssesssseeseseessseeesserersees 30,178.1 29,067.2 27,4073 
Proceeds from sales of financing receivables... 229.9 139.6 132.7 
Proceeds from maturities and sales of marketable securities....... 2,453.5 2,901.6 1,016.0 5.0 104.4 48.9 
Proceeds from sales of equipment on operating leases ............... 5.6 355.2 310.9 393.5 
Proceeds from sales of businesses, net of cash sold... 77.2 440.1 50.0 
Cost.of recélVables:ACQUired: iiss. .cssssveernsscansasevserrenmvevencnans (31,195.0) (30,907.0) (30,415.2) 
Purchases of marketable S@CUTitICS ........c.ccscsessscesesteeseetesereeneees (2,200.8) (2,447.3) (3,175.4) (50.8) (118.3) (100.9) 
Purchases of property and EQUIPMENT... eee (557.3) (493.1) (466.9) (465.2) (272.9) (45.7) 
Cost of equipment on operating leases acquired se (825.6) (808.9) (687.4) 
Acquisitions of businesses, net of cash acquired xs (189.3) (55.7) (169.7) 
OUN GE sssiisnosseivestunntinerenreraniennseunp aerate scares anteinas wsraknentonccsule (97.2) 32.4 (10.5) 48.6 (106.3) (42.9) 
Net cash provided by (used for) investing activities ......... (513.9) 378.0 (2,750.9) (1,719.8) (2,591.3) — (3,309.7) 
Cash Flows from Financing Activities 
Increase (decrease) in short-term DOFOWINGS .......c scene (208.0) (140.6) 96.7 307.5 1,349.3 1,717.7 
Change in intercompany receivables/payables ..........cccceceeee 67.6 (184.4) 1,132.7 (67.6) 47 (1,177.4) 
Proceeds from long-term borrowings 3 4,283.8 3,140.2 3,805.4 
Payments of long-term DOrrOWINGS ......ceeececeeteteeteeeereeeenseenes (7.8) (782.7) (76.6) (3,128.7) (2,737.8) (1,433.0) 
Proceeds from issuance Of COMMON StOCK.......cccecseeeeeeeseees 285.7 327.6 153.6 
Repurchases of common stock 5 (1,517.8) (1,299.3) (918.9) 
DIVIGCRIES DEC s cissscrvececnacinteveninwrcerustidieaiecsrneeivoncivers vicausees hikes (386.7) (348.4) (289.7) (588.1) (106.7) (166.7) 
Excess tax benefits from share-based compensation ...........00+ 102.2 85.6 
OE Ste hse cer ccitatnvnrtssild net anton asade nt esnshsiaven ett eanarmee tis ‘a 3.7 (10.6) (2.0) 93.4 40.8 23.7 
Net cash provided by (used for) financing activities......... (1,661.1) (2,352.8) 95.8 900.3 1,690.5 2,169.7 
Effect of Exchange Rate Changes on Cash 
ANd Cash Equivalents. wisiissscsessssaccssiinaasoveanveriniains 29.2 16.6 (22.2) 16.8 5.2 2.8 
Net Increase (Decrease) in Cash and Cash Equivalents..... 542.9 (646.9) (1,015.9) 48.3 (103.4) 48.2 
Cash and Cash Equivalents at Beginning of Year................ 1,476.7 2,123.6 3,139.5 210.8 314.2 266.0 
Cash and Cash Equivalents at End of Year. $ 2,0196 $ 1,476.7 $ 2,123.6 $ 2591 $ 2108 $ 3142 


* Deere & Company with Financial Services on the equity basis. 


The supplemental consolidating data is presented for informational purposes. The “Equipment Operations” reflect Deere & Company with Financial Services on 
the Equity Basis. The supplemental “Financial Services” data represent primarily Deere & Company's credit and health care operations. Transactions between 
the “Equipment Operations” and “Financial Services” have been eliminated to arrive at the consolidated financial statements. 
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DEERE « COMPANY 
SELECTED FINANCIAL DATA 
(Dollars in millions except per share amounts) 


2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 
Net sales and reVENUCS.......ccseesestesnesseeereseenes $24,082 $22,148 $21,191 $19,204 $14,856 $13,296 $12,694 $12,650 $11,289 $13,389 
NGESAIES sc cvstnnretinnimamnnmranettnantina uw. 21,489 19,884 19,401 17,673 = 13,849 = 11,703 ~——'11,077 11,169 9,701 11,926 
Finance and interest inCOME uu... 2,055 PAE 1,440 1,196 1,276 1,339 1,445 1,321 1,104 1,007 
Research and development expenseS................. 817 726 677 612 5/7 528 590 542 458 445 
Selling, administrative and general expenses ...... 2,621 2,324 2,086 1,984 1,623 1,546 1,609 1,407 1,265 1,213 
Interest EXPENSE ......:c:ssccssserssssesesesvssousessoassseosvees 1,151 1,018 761 592 629 637 766 677 557 519 
Income (loss) from continuing operations............ 1,822 1,453 1,414 1,398 620 296 (83) 470 227 1,016 
Net inCOMe (lOSS) ..cceccescestesessessessestesssseseseees 1,822 1,694 1,447 1,406 643 319 (64) 486 239 1,021 
ROTUEMON) (Gt SAIGSisscscassesercsastavenssseneiosossventesness 8.5% 8.5% 7.5% 8.0% 4.8% 2.7% (.6)% 4.3% 2.5% 8.6% 
Return on beginning stockholders’ equity ........... 24.3% 24.7% 22.6% 35.1% 20.3% 8.0% (1.5)% 11.9% 5.9% 24.6% 
Income (loss) per share from 
continuing operations — DaSic* .........cscseeeeees $ 405 $ 311 $ 290 $ 282 $ 129 $ 62 $ (18) $ 101 $ 48 $ 2.09 
= GUGM cis cccessvceseeiens 4.00 3.08 2.87 2.76 1.27 61 (.18) 1.00 48 2.07 
Net income (loss) per share — basic*.............000. 4.05 3.63 2.97 2.84 1.34 67 (14) 1.04 51 2.10 
—diluted™..........6 4.00 3,59 2.94 2.78 1:32 .66 (14) 1.03 51 2.08 
Dividends declared per Share*.......ccccsceceeseeeees 91 18 6012 53 A4 44 A4 44 A4 A4 
Dividends paid per Share” oo... 851/ 14 59 50 44 44 44 44 A4 43 
Average number of common 
shares outstanding (in millions) — basic’™......... 449.3 466.8 486.6 494.5 480.4 476.4 470.0 468.6 465.7 486.6 
—diluted*...... 455.0 471.6 492.9 506.2 486.7 481.8 473.5 472.0 468.8 491.4 
* Adjusted for two-for-one stock split effective November 26, 2007. 
NOLANASSOIS wiessovssvonveennkonecervsenveneadtiveriwranrees $38,576 $34,720 $33,637 $28,754 $26,258 $23,768 $22,663 $20,469 $17,578 $18,002 
Trade accounts and notes receivable — net......... 3,055 3,038 3,118 3,207 2,619 2,734 2,923 3,169 3,251 4,059 
Financing receivables — net.......cccceeseeceseseeeees 15,631 14,004 = 12,869 =~ 11,233 9,974 9,068 9,199 8,276 6,743 6,333 
Restricted financing receivables — net.............0. 2,289 2,371 1,458 
Equipment on operating leases — net... 1,705 1,494 1,336 1,297 1,382 1,609 1,939 1,954 1,655 1,209 
VERLOR GS ccseccnvsiis oxseanvansvenitiinetnnracestosiesndmtenst 2,337 1,957 2,135 1,999 1,366 1,372 1,506 1653 1,294 1,287 
Property and equipment — Net... 3,534 2,764 2,343 2,138 2,064 1,985 2,037 1,893 1,759 1,675 
Short-term borrowings: 
Equipment Operations ..........cccceeerereeeeeeees 130 282 678 312 577 398 173 928 642 1,512 
Financial Services ........c.sceccssesssseseseeseeeereenes 9,839 7,839 6,206 3,146 3,770 4,039 5,425 4,831 3,846 3,810 
VOtA siseseccsiecrcnvatumccionnammnanenes 9,969 8,121 6,884 3,458 4,347 4,437 6,198 5,759 4,488 5,322 
Long-term borrowings: 
Equipment Operations ......ccccccececscseeeteneees 1,973 1,969 2,423 2,728 2,727 2,989 2,210 1,718 1,036 553 
FINANCIAL 'SSIVIGES sescscssrsvacssvenvertsvecvnernecoenvess 9,825 9,615 9,316 8,362 7,677 5,961 4,351 3,046 2,770 2,239 
OLA s ssonasirestessrestnicsudsiodesesunsvanetitasttics 11,798 11,584 11,739 11,090 10,404 8,950 6,561 4,764 3,806 2,792 
Total stockholders’ EqQUILY ......c.csceeseeesesteeeees 7156 7,491 6,852 6,393 4,002 3,163 3,992 4,302 4,094 4,080 
Book value per SHAPE... eecesesseseeseesesteseeseeneees $ 16.28 $ 1648 $ 1446 $ 1295 $ 822 $ 662 $ 841 $ 917 $ 876 $ 878 
Capital expenditures... $ 1025 $ 774 $ 512 $ 364 $ 313 $ 358 $ 495 $ 419 $ 308 $ 438 
Number of employees (at year end) ..........cccecee 52,022 46,549 47,423 46,465 43,221 43,051 45,069 43,670 38,726 37,002 


* Adjusted for two-for-one stock split effective November 26, 2007. 
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STOCKHOLDER INFORMATION 


ANNUAL MEETING 


TRANSFER AGENT & REGISTRAR 


DIVIDEND REINVESTMENT & 
DIRECT PURCHASE PLAN 


STOCKHOLDER RELATIONS 


INVESTOR RELATIONS 


STOCK EXCHANGES 


FORM 10-K 


AUDITORS 


CERTIFICATIONS REGARDING PUBLIC 
DISCLOSURES & LISTING STANDARDS 


CORPORATE LEADERSHIP 


ROBERT W. LANE (26) 
Chairman and Chief Executive Officer 


H.J. MARKLEY (33) 

Executive Vice President 

Worldwide Parts Services, Global Supply Management and 
Logistics, Enterprise Information Technology, and Corporate 
Communications 


JAMES R. JENKINS (7) 
Senior Vice President and General Counsel 


MICHAEL J. MACK, JR. (21) 
Senior Vice President and Chief Financial Officer 


JOHN J. DALHOFF (33) 
Vice President and Comptroller 


JAMES A. DAVLIN * 
Vice President and Treasurer 


FRANCES B. EMERSON (2) 
Vice President, Corporate Communications 
and Global Brand Management 


KLAUS G. HOEHN (15) 
Vice President, Advanced Technology and Engineering 


MERTROE B. HORNBUCKLE (32) 
Vice President, Human Resources 


KENNETH C. HUMN (32) 
Vice President, Industrial Relations 


JAMES R. JABANOSKI (27) 
Vice President, Information Technology 


THOMAS K. JARRE (19) 
Vice President, Taxes 


GANESH JAYARAM (1) 
Vice President, Corporate Business Development 


THOMAS E. KNOLL (27) 
Vice President, Worldwide Supply Management and Logistics 


GAIL E. LEESE (17) 
Vice President, Worldwide Parts Services 


GARY L. MEDD (41) 
Vice President, Internal Audit 


LINDA E. NEWBORN (35) 
Vice President and Chief Compliance Officer 


DENNIS R. SCHWARTZ (40) 
Vice President, Pension Fund and Investments 


CHARLES R. STAMP JR. (8) 
Vice President, Public Affairs Worldwide 


MARIE Z. ZIEGLER (29) 
Vice President, Investor Relations 


MARC A. HOWZE (6) 
Corporate Secretary and Associate General Counsel 


WORLDWIDE AGRICULTURAL EQUIPMENT 


DAVID C. EVERITT (32) 
President, Agricultural Division — North America, 
Australia, Asia and Global Tractor & Implement Sourcing 


ADEL A. ZAKARIA (31) 
Executive Vice President, Strategic Manufacturing and 
Engineering, Global Tractor & Implement Sourcing 


BERNHARD E. HAAS (21) 
Vice President, Manufacturing, Global 
Tractor & Implement Sourcing 


DOUGLAS C. DEVRIES (33) 
Senior Vice President, Agricultural Marketing — 
North America, Australia, Asia 


MARKWART VON PENTZ (17) 
President, Agricultural Division — Europe, Africa, South America 
and Global Harvesting Equipment Sourcing 


MAX A. GUINN (27) 
Senior Vice President, Manufacturing and 
Engineering, Global Harvesting Equipment Sourcing 


STEFAN VON STEGMANN (17) 
Vice President, Sales & Marketing, Agricultural Division — 
Central Europe, CIS, Africa, Middle East 


CHRISTOPH WIGGER (16) 
Vice President, Sales & Marketing, Agricultural Division — 
Western Europe 


AARON L. WETZEL (18) 
Vice President, Marketing, Sales and Planning, 
Agricultural Division — South America 


WORLDWIDE CONSTRUCTION & FORESTRY 


SAMUEL R. ALLEN (32) 
President, Worldwide Construction & 
Forestry Division and John Deere Power Systems 


DOUGLAS M. GAGE (29) 
Vice President, Strategic Partnerships, 
Worldwide Construction & Forestry 


DOMENIC G. RUCCOLO (17) 
Senior Vice President, Sales & Marketing, 
Worldwide Construction & Forestry 


BARRY W. SCHAFFTER (34) 
Senior Vice President, Engineering and Manufacturing, 
Worldwide Construction & Forestry 


JEAN H. GILLES (27) 
Senior Vice President, John Deere Power Systems 


BHARAT S. VEDAK (18) 
Senior Vice President, John Deere Intelligent 
Mobile Equipment Technologies 


WORLDWIDE COMMERCIAL & CONSUMER 
EQUIPMENT 


JAMES M. FIELD (13) 
President, Worldwide Commercial & 
Consumer Equipment Division 


ROBERT C. HOVE (28) 
Senior Vice President, Customer Marketing & Sales 


VIVIEN H. JOKLIK (6) 
Senior Vice President, Product Marketing 
& Business Development 


RANDAL A. SERGESKETTER (27) 
Senior Vice President, Manufacturing, 
Engineering, Supply Management and Order Fulfillment 


DAVID PR WERNING (31) 
Senior Vice President, Commercial Segment 
JOHN DEERE CREDIT WORLDWIDE 


JAMES A. ISRAEL (28) 
President, John Deere Credit 


DANIEL C. MCCABE (33) 
Senior Vice President, Equipment Lending, U.S. and Canada 


STEPHEN PULLIN (13) 
Senior Vice President, International Financing 


LAWRENCE W. SIDWELL (8) 
Senior Vice President, Agricultural Financial Services 


MARTIN L. WILKINSON (30) 
Senior Vice President, Renewable Energy 


() Figures in parentheses represent complete years 
of company service through 1/1/08; assignments as of 
1/1/08 


*Joined company in 2007 


Unless otherwise indicated, all capitalized names of 
products and services are trademarks or service marks of 
Deere & Company. 
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Directors from left: Joachim Milberg, Aulana L. Peters, Richard B. Myers, Arthur L. Kelly, Crandall C. Bowles, T. Kevin Dunnigan, 
Robert W. Lane, Antonio Madero B., Clayton M. Jones, Dipak C. Jain, Charles O. Holliday, Jr, Vance D. Coffman, Thomas H. Patrick. 
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BOARD OF DIRECTORS’ 


Directors shown with 9630T track tractor. 


CRANDALL C. BOWLES (11) 
Chairman, Springs Industries, Inc., 
Chairman, The Springs Company 

home furnishings 


VANCE D. COFFMAN (3) 
Retired Chairman 

Lockheed Martin Corporation 

aerospace, defense and information technology 


T. KEVIN DUNNIGAN (7) 
Retired Chairman 

Thomas & Betts Corporation 
electrical components 


CHARLES O. HOLLIDAY, JR.* 

Chairman aft Chief Executive Officer 

DuPont 

biotechnology, electronics, materials science, safety and security, and 
synthetic fibers 


DIPAK C. JAIN (5) 
Dean, Kellogg School of Management 


Northwestern University 


CLAYTON M. JONES* 
Chairman, President and Chief Executive Officer 
Rockwell Collins, Inc. 


aviation electronics and communications 


ARTHUR L. KELLY (14) 
Managing Partner 

KEL Enterprises L.P. 

holding and investment partnership 


ROBERT W. LANE (7) 
Chairman and Chief Executive Officer 
Deere & Company 


ANTONIO MADERO B. (10) 
Chairman and Chief Executive Officer 
SANLUIS Corporacién, S.A. de C.V. 


automotive components manufacturing 


JOACHIM MILBERG (4) 
Chairman, Supervisory Board 
Bayerische Motoren Werke (BMW) AG 


motor vehicles 


RICHARD B. MYERS (1) 
Retired Chairman, Joint Chiefs of Staff 
Retired General, United States Air Force 


principal military advisor to the President, the Secretary of 
Defense, and the National Security Council 


THOMAS H. PATRICK (7) 
Chairman 

New Vernon Capital, LLC 

private equity 


AULANA L. PETERS (5) 
Retired Partner 

Gibson, Dunn & Crutcher LLP 

law 


() Figures in parentheses represent complete years 
of board service through 1/1/08; positions as of 1/1/08 


“Joined board in 2007 


AUDIT REVIEW COMMITTEE 
T. Kevin Dunnigan, Chair 
Charles O. Holliday, Jr. 
Dipak C. Jain 

Joachim Milberg 
Thomas H. Patrick 
Aulana L. Peters > 


- 


COMPENSATION COMMITTEE 
Arthur L. Kelly, Chair 

Crandall C. Bowles 

Vance D. Coffman 

Clayton M. Jones 

Antonio Madero B. 

Richard B. Myers 


CORPORATE GOVERNANCE 
COMMIT TEE 

Crandall C. Bowles, Chair 

Vance D. Coffman 

T. Kevin Dunnigan 

Charles O. Holliday, Jr. 

Joachim Milberg 

Aulana L. Peters 


EXECUTIVE COMMITTEE 
Robert W, Lane, Chair 

Crandall C. Bowles 

T. Kevin Dunnigan 

Arthur L. Kelly 

Thomas H. Patrick 


PENSION PLAN OVERSIGHT 
COMMITTEE 

Thomas H. Patrick, Chair 

Dipak C. Jain 

Clayton M, Jones 

Arthur L. Kelly 

Antonio Madero B. 

Richard B. Myers 
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DEERE & COMPANY 
2007 HIGHLIGHTS 


Benefiting from growth worldwide, company earnings reach 


record $1.8 billion; sales and revenues up 9% to $24.1 billion. 


Quarterly dividend rate boosted for fifth time in four years 
-—to 25 cents a share (adjusted to reflect 2-for-1 stock 
split) — representing a 127% increase over period. 


Areflection of the company's commitment to innovative 
growth, combined spending for R&D and capital projects 
reaches $1.8 billion. 


In support of reduced greenhouse-gas emissions, Deere 
joins U.S. EPA’s Climate Leaders program and U.S. Climate 
Action Partnership. 


John Deere tractors and combines honored for innovation at 
Agritechnica, a leading European trade show that recognizes 
technology. 


Reflecting a strong commitment to employee safety, 
worldwide lost-time injury rate declines to record low. 


Deere expands small-tractor manufacturing in China with 
acquisition of Ningbo Benye, giving Deere more complete 
product line in key emerging market. 


Acquisition of LESCO, Inc., a leading supplier of consumable 
lawn care, landscape, and golf course products, more than 
doubles number of John Deere Landscapes locations. 


Partnership with Liebherr to service John Deere-powered OEM 
equipment expands Deere’s engine service network by more 
than 150 locations throughout Europe. 


Benefiting from portfolio growth and strong loan quality, 
John Deere Credit net income tops $360 million. 


Deere listed among top corporate citizens by CRO 
magazine, a journal for corporate responsibility officers, 
for seventh time in eight years, 


John Deere Foundation awards $1.25 million grant to 
lowa State University for construction of agricultural and 
biosystems engineering facility. 


JOHN DEERE 


Deere & Company One John Deere Place Moline, Illinois 61265 


phone: 309.765.8000 www.JohnDeere.com 


EZirak line of zero-turn-radius 
mowers, introduced in 2007, 
experienced strong sales. Designed 
exclusively for property owners, the 
mowers deliver a high-quality cut as 
well as improved operator comfort 
and maneuverability. Plus, they help 
customers cover more acres in 

less time. 


Manufactured at Deere’s world- 
class facilities in Mannheim, 
Germany, the E Premium 
Series tractors (7530 E shown) 
conserve fuel and optimize 
horsepower thanks to an on- 
board 20-kilowatt electric power 
network. An industry first, the 
system runs engine cooling and 
certain accessories. 


Building on the company's 
leadership in global forestry, the 
new John Deere 848H skidder 
offers loggers increased productivity 
and lower operating costs. The 848H 
is the largest member of the John 
Deere skidder line. > 


Increased efficiency and 
improved productivity are 
hallmarks of the 310S) 
backhoe loader introduced 
in 2007. Manufactured in 
Dubuque, lowa, the 310SJ 
features a 92-hp engine. 


One of three new self-propelled sprayers 

that came to market in 2007, the John Deere 4820 
model features the latest in precision guidance 
technology and variable rate software. One result: 
Sections of the machine's 100-foot boom 
automatically shut off at end rows 
and waterways. ; 


